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THE AHMCHY 


**Jf Hfes tpere Ihtpest Fitrs may he Liars** 

T he world is in the grip of reaction. TTie ^rcat 
international conferences which, it was hoped, were 
going to solve our problems have come to litrie. The 
poise of the Disarmament Omference is beating feebty, 
despite Mr. Henderson^s tonr of the European capitak. 
The Worid Economic Conference has failed to reduce the 
obstructions to international trade or to make even a 
tentative approach to agreement upon a solution of the 
world’s monetary problems, though it doubtless produced 
much mutual education and parted in an atmosphere of 
»good-wilL The Nazi regime in Germany is to all outward 
appearances utterly triumphant and moving daily to new 
prodigies of violence and brutality against any possible 
internal opponents. Japan is steadily consolidating her 
position in the Far East. The United States is rebuilding her 
navy, as a by-product of a ^gantic economic experiment in 
planned recovery, the issue of which no one can foretell. The 
Assembly of the League of Nations will probably attract 
less attention this September than in any year since its 
inception, for at the moment public opinion is tired and 
sceptical of the efficacy of international gatherings. 

The pessimists, therefore, have ample ground for their 
forebodings. The tremendous effort which has been 
made since 1919 to overcome international anarchy seems 
to be failing. Self-centred nationalism appears once more 
to be in the saddle. Democracy is in retreat and is giving 
place, not to restored dynastic autocracies, but to dictator- 
ship by parties, which are based on class-consciousness, 
racialism or some other mass emotion, and are utterly 
ruthless and regardless of individual rights and justice in 
enforcing their absolute domination. If this process 
continues unchecked, it is only a question of time until 
a reckless competition both in armaments and in economic 
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obrtTUCtioii *ea in, nntil milhaiy alKanoa teplaa covenantt.* 
for the pacific eettlement of intematitmal dopntes, and 
nntil a war breab out, either in Europe or the Far East, 
qnite as univeraal and far more destructive than that of 

* 9 * 4 * n • • 

And in such a war the position of both Great Bntain 

and the Dominions would be far less secure than it was 
in the last war, partly because Great Britain is now vulneF- 
able from the air, partly because the prevailing nationalism 
has left the Empire much less closely knit than it used to 
be, and partly because the Navy no longer holds the pre- 
dominant position on the sea that it used to hold when the 
United States was wholly isolationist, and when the Powers 
of both Europe and the Far East were either preoccupied 
with local problems or indifferent to world affairs. 

Despite the lowering skies, however, we do not take the 
pessimistic view. It is certainly true that the wave of 
internationalism, which on the whole predominated during 
the ten years after 1918, has now been replaced by a wave of 
extreme nationalism. But human progress seldom moves 
straight towards its goal. Like a yacht, humanity is always 
tacking first to one side and then to the other. Yet the 
central problem of our time for all nations remains 
unchan^d. Unless we can overcome international anarchy, 
it will be impossible for any nation to obtain lasting peace, 
ptrjsperity or security in our shrinking world. The problem 
of dealing with international anarchy has really been long 
with us. But the effects of anarchy were temporarily 
obscured during the nineteenth century by the twin facts 
that Great Britain herself could almost guarantee world 
peace owing to her unchallenged command of the sea, and 
t^t on the whole the world was free-trade. These con- 
ditions have now disappeared through the rise of other 
naval Powers, through the increasing interest of almost all 
nations in international affairs, and through the growth of 
economic nationalism. We arc now being forced, therefore, 
to realise, as never before, the inevitable consequences of 



m « ««rUi lAkii u itill mpid^ ccggitnctiag m 
tenm fli iIqk aiid q»oe. 

tt the^ mafy the nadoiu be wuble to escape 
tlv conae^iienoes ^ anaic^r, so long as anarchf remaiaa. 
Tie nore nationalist th^ become in annamenta or 
economics, the more difBcnlt become their mtemal 
]»obleeu, the more dangerous their external situation and 
the more urgent and frequent the necessiQ^' for international 
negotiation, whether by diplomacy or conference. The 
outward signs of anarchy, both in theory and in experience, 
are violence, tyranny, revolution and war, with their con- 
comitants, poverty and the disappearance of individual 
liberty. These are precisely the symptoms of the present 
age, and they now extend throughout the world. 

The present wave of anarchic nationalism, therefore, will 
certainly be followed sooner or later by a renewed attempt 
to solve the troubles that have been brought upon us by 
anarchy, by removing their ultimate cause. For the 
fundamental characteristic of civilised man is his deter- 
mination and his capacity to replace chaos by order and the 
reign of law. The real question is the form that this 
renewed attempt should take. Hitherto the movement 
towards world order and world peace has centred round 
the Covenant of the League of Nations and the Kellogg 
Pact. These instruments attempt to induce all nations, 
of whatever type and suge of civilisation, to meet together 
regularly for the purpose of consultation about world 
affairs, and to use certain machinery for the pacific settle- 
ment of international disputes and the prevention of resort 
to war. This system, excellent as it has proved in pro- 
moting international understanding, and many as have 
been its practical achievements, has failed so far to give its 
members that security against military or economic atuck, 
without which they will not disarm either militarily or 
economically and live in mutual peace and confidence with 
one another. And it has been this insecurity which has 
in large measure led to the present reaction. It may well 
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The Fnitto of Anardiy 

be that the next phase of die atrng^ to overcome aa^rclgr 
and to deal with the problem of 8eCTmt7 will depei^ 
almost entirdy on the more liberal and democratic Powexs* 
acting within the general system of the Covenant of die 
League and the ICell<^ Pact, and its corollary, the Stimaon 
deckration. They at any rate arc concerned with defending 
the ideals for which they fought in the Great War and 
with making elective, at any rate in their own case, those 
guarantees against aggression and war which these inter* 
national instruments create. The attitude of the rest of 
the world to these ends is, for the moment, uncertain. 
Most of the vast area lying between the Rhine and the 
Pacific has, for the time being, accepted dictatorship, 
and can only be held to be hostile to liberalism and 
democracy, and lukewarm towards the methods of attacking 
international anarchy which have prevailed hitherto. 
Nobody can yet tell vdut the ultimate outcome of the Hit- 
lerite revolution may be, or its effects on Continental 
Europe. What is clear, however, is that the prospects of 
any successful attack on international anarchy through 
the League and the Kellogg Pact, and their own security 
against a possible aggressive policy on the part of the dic- 
tatorships will depend upon a close co-operation of what 
may perhaps be called the liberal Powers. What is 
equally clear is that Great Britain should firmly resist all 
suggestions for further entanglement in the internal affairs 
of Europe. We shall get nowhere by trying to form part 
of a new European Balance of Powers. The basis of 
British policy must remain the Covenant and the Kellogg 
Pact. They are the true foundation for the attack on 
international anarchy, and therefore for obtaining a tolerable 
world in which to live. They are equally the foundation 
for the unity of the British Commonwealth and for Anglo- 
American relations. 

It is a curious fact, not always realised, that it is the 
Covenant of the League of Nations, rather than any 
agreement about foreign polity, which has largely dispelled 
7»o 
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^MpnilkmatholW1hcT»tioatcitlwBritkhCommloar 
wetiA «r» to ded with the questioa of war and peace 
when it aiise. Under the Comunt, and to a less extent 
the KdQogf Pact, the Dominions and Orest Britain 
approach ever/ thrnt of war in an^ part of the ^obe bound, 
in assodatioa with other members of the League, to adopt 
the same procedure, and toaccept the same general obligation 
under Arddee lo, 1 1, 15 and 16 of the Covenant, m dealing 
widi it. Thejr may differ in their interpretation of these 
Articles and of the procedure to be followed thereafter, 
but in the early auge of an international crisis, at any rate, 
the Covenant has removed the old dilemma between belli- 
gerency and secession, just as the old problem of neutrality 
and of the freedom of the seas has largely disappeared for 
the United States under the Kellogg Pact. 

It is obvious that this autumn a new stock-taking of 
our position and policy will have to begin, both on its 
political and economic side, in the light of the tremendous 
events of the last twelve months. That stock-taking, we are 
convinced, will lead once more to the fundamental conclu- 
sion that interiutional anarchy is the root of our troubles, 
and that a return to nationalism in foreign policy, arma- 
ments or economics can not only not solve our problems but 
must inevitably intensify them. Indeed, there are many 
who are beginning to doubt whether international co- 
operation in any form can ever end the evils of anarchy, 
and to wonder whether the answer to the present reaction 
is not to face boldly the fact that, both in theory and in 
experience, the only way of ending war is the pooling of 
sovereignty, in the creation of a common government for 
common purposes. That, however, is a question which 
raises issues too large to be susceptible of treatment in 
an article of this kind. We may, however, return to it 
in the future. 
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A POLICY FOR THE POUND 


I. The World G>mferzmce 

L et u« weep no futile tears beside the deserted grave d 
the World Economic Conference in the cemeterj ctf 
vain hopes ; but, since an autopsy may yield sdentific 
information, let us investigate briefly the manner of its 
puny life and the circumstances of its untimely death. In 
May, 1932, conversations between the British Ambassador 
at Washington and the State Department resulted in 
general agreement that a world conference on monetary 
problems should be called in London. The statesmen who 
drew up the Final Act of the Lausanne Conference, com- 
fortable in the feeling that they had settled one economic 
problem, were thus led to believe that the United States 
would join them in settling the rest. They planned a 
world-wide investigation into the causes of the depression 
and the international remedies required. The indirect 
association of the proposal with the issue of reparations 
and war debts, and the high-protectionism of the American 
Administration, at first rendered the expected co-operation 
rather luke-warm. Later, however, the election of Mr. 
Roosevelt, the simultaneous success of a party whose 
express policy was to conclude reciprocal engagements for 
the reduction of tariffs, and the generally favourable out- 
come of the Roosevclt-MacDonald and Roosevelt-Herriot 
talks, restored the hope that America would be able to join 
Europ and the rest of the world in a whole-hearted com- 
mon endeavour to end the depression. In a broadcast 
message to the world on May 16, Mr. Roosevelt said : 

The World Economic Gwilerence . . . must establish order in place 
the present chaos by the stsbilisatioa of currencies, the freeing of 
the fioW of world trade, and international action to raise price levels. 
It must supplement individual domestic programmes for economic 
recovery by wise, considered international action. 

The problems mentioned by the President had been 



ffMwiiifwrf hy » preptmosj o ommtw i on of eipertt* oAo 
drair Vft m omMxCed to orliidk tlw pudc^NtdAf 

GofonoBents pmttaMfaity gave careful atiui^. Yet it wm 
i^paciit tftat no plan cX campaign or oJierent aad ordered 
aet of polides to be promoted at die Conference had been 
dwe^ht out hy eit^ die preparatoiT’ commiashui, the 
Britiah Government who were acting as hoeta, or any other 
leading Government. This obvioos lack of plan was the 
principal cause of the widespread public scepdcum that 
attended the opening of the Conference. Opinion was 
generally agreed, however, that the two great tasks were 
the liberation of international trade and the raising oS. the 
general price level ; and that currency stabilisation (at least 
'of an experimental kind), being demanded as a condition of 
the former, was incidental to the latter also. The belief 
that this was not incompatible with the official American 
view was encouraged by Senator Pittman’s submission of a 
resolution which began with the following words : 

That it it in the interests of all concerned that stabilitT' hi the 
international monetary field be attained aa quickly as practicable ; 

That gold should be re-established as the intenutional measure of 
exchange values. 

The false foundation of these hopes was soon to be 
exposed. It was false because the universal agreement as 
to the ultimate goal masked a basic difference of opinion 
as to the order of immediate measures. Must currency 
stabilisation precede (as the French insisted) the reduction 
of tariff barriers, or (as British Ministers declared) could the 
restoration of the gold standard be contemplated only 
when world trade had been liberated ? Indeed, was even 
temporary stabilisation consoiunt with a domestic pro- 
gramme of raising prices which was already under way ? 
Was the view of most of the debtor States of Europe, that 
international debts must be readjusted so as to clear the 
decks for economic recovery and a rise of prices, sounder 
than the view of the British Dominions and India, that a 
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me of pricet wm the onljr pdeuUe aiid complete eelite 
of the debt problem f Above ell, ww intenudooal o»> 
operetioa in the coonomic sphere to be r^arded a* e coSh 
dffMwi of, an addendum to^ dunestic e£brm towaida 
reeoreiy i 

The gitming nationalism of American policy h^ all afen^ 
cansed nneasinesa, triiich the reaction of United States 
o|»nion to the war debt compromise did nothing to allay. 
There was, indeed, no settlement of that problem, onty a 
procrastinatory agreement by the President to wink at 
Great Britain’s partisl default, and an nnforpven repetition 
of complete default by France and certain other debtors. 

or before December 15, we shall have to face the issue 
all over again. The turning point of the Conference, 
however, proved to be President Roosevelt’s refusal to 
endorse the agreement upon the experimental stabilisation 
of the pound, the dollar and the franc, which had been 
reached by representatives of the central banks. Tlus 
was followed by an announcement by the American 
delegation to the effect that their Government regarded 
temporary stabilisation as untimely, 

becaoM the American Goremment feels that its efforts to raise prices 
arc themost important contribution it can make, and that anything 
that would interfere with those efforts and possibly cause a violent 
price recession would harm the Conference more than the lade of an 
immediate agreement for temporary stabilisation. 

A compromise resolution was then devised, based almost 
word for word on the Pittman proposal and adding only a 
general undertaking by the signatories to limit exchange 
speculation. It was met by a tartly worded rejoinder from 
the President, reproving his interlocutors for “ a aing nla r 
lack of proportion and a failure to remember the larger 
purposes for which the Economic Conference originally 
was called together.” 

In face of insistence by the gold standard countries that 
nothing useful could be done without some assurance of 
7*4 
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w iimmmwm^^9^-‘ ww^mm imw^ m ^ 

rnmOm kgr Ote wm <rf tb» «*«$Hlia| ]ila«i?* 
4^ nid tl» Uiit$«d States and n monbet «i 
aiMMMi dsfator countries. Birt the remrioder oi its 
acttriries *»irith the chief exceptions of ax agreeaMOt 
on si^ and the eflorts of the firirish Govenanent to 


pNoaote its progtanune <d restrkting the productkm of 
^cinui^ prodncts>-were mainly a process <d winding^p* 
The most notable incident was a blunt attack on the poli^ 
of public urorin* as an international or even aa a natkmal 
ei^edient for eccmomic recovery, by the President of the 
Baud of Trade— an stuck wh^ was more than half re- 
pudiated by the Prime Minister in his final speech to the 
Conference. The positive acluevements of the Conference 
do not make a very imposing list. 


1. An agreement on the international sale of silver, between the 
chief holders and the chief producers thereof. 

a. Steps (not amounting to accepted plans) towards the regulation 
of the production or export of certain commodities. 

3. A valuable understanding on the future working of the gold 
standard, based on the vital principle that gtdd reserves exist not to 
meet internal drains but to make up temporary deficits in the inter- 
national balance of payments, and including a suggestion that 25 per 
cent, is a proper minimum reserve ratio. 

4. A roolntion on international indebtedness which contains no 
practical plan save the oniveisal formation of creditora’ organisations. 


On the broad and fundamental question of the best policy 
for securing a reduction of tariffs no general agreement 
was atuined. There was a sharp division of opinion 
between those who, like the British Government, pin their 
faith to the most-favoured-nation clause, and those who 
would like to modify the application of the clause, so as to 
allow the formation of groups within which tariffs would be 
mutually reduced, possibly on the lines of the Brigo- 
Dotch G}nvention. 

It may, from some points of view, be reckoned an achieve- 
ment of the Conference that it laid bare the basic division 
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<rf paMejr batmen duee broad moaetarf ffmpa. 
thm were the gold standard countries and debm 
State* which had aecoied, by ezcha^ reatric^ and 
dericea, an arrificial external atahilitjr of their currencies 
against gold. The second group comprised the United 
States and snch countries as follow in its train ; and the 
third. Great Britain, the Dominions, and the other 
members of a rather nebulous sterling bloc. The atdtnde 
of the gold gronp is dominated by fear of uncontrollable 
infiation (such as many of its members have already experi- 
enced), and of a general collapse of the credit system. To 
them, either external or internal depreciation of their cur- 
rencies is a fearful danger signal. These feelings are rein- 
forced, in France at least, by the existence of a very diffuse 
and politically powerful creditor class having an adverse 
interest in a rise in prices. All of them adopt the argu- 
ment that in a regime of fluctuating currency ratios it is 
impossible to stabilise tariffs or to sacrifice any other 
weapon of economic defence. 

The American attitude is of course dominated by 
immediate circumstances. Bullish expectations, based on 
the general recovery programme, drove up commodity 
prices, and this naturally had a depressing effect on the 
exchanges. At the same time, the powers given to the 
President to devalue the dollar, and his refusal to endorse 
the bankers’ stabilisation plans, caused speculators to 
gamble on a fall in the value of the dollar on a limited market. 
The resultant depreciation of the exchange, in turn, 
enhanced the internal prices of commodities commanding a 
world market. Hence, both in reality, and — ^what is more 
important— in the minds of the public, a two-way con- 
lotion was established between the falling exchange and 
rising prices. The Administration, having staked every- 
thing on a rise in prices, was ready to sacrifice any hindrance 
—exchange atabilisation or a liberal tariff policy. 

TTie attitude of Great Briuin is harder to define. Over 
and over again— not least emphatically in the joint declara- 
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JBCpCRinBlll: 
liil ■■httmd %y tho a d egi ct io M al-<a» Xkmixk^ ' 
«ii 1^ Kw|doai «t die cod oC ^Cottfamon^^ 
!iM^0o*«rafliakt]u»M«meddurt^toMcm 
ii it» Inding «ini, «iid that whhoat such « rise ue camiot 
ixdNBfKnmdkr^tkmtogold. This urouldatteiu to agree 
j^echefy with American policy. Yet, apart from the 
mamtenance of cheap money, and the attempt to restrict 
the productioa of certain ar^es, the Government has not 
done anything towards carrying oat its own avowed ptdicy. 
In fact, the pound has be<m kept for several months at a 
fixed figure in relation to gold. Our inaction made the 
remainder of the sterling bloc very restive, though they 
warmly welcomed the vitally important joint declaration of 
British policy which has been mentioned above. The 
signatory delegations considered “ that the Governments of 
the British Commonwealth should persist by all means in 
their power, whether monetary or economic,- within the 
limits of sound finance in the policy of furthering the rise 
in wholesale prices until there is evidence that equilibrium 
has been re-established.” 


II. The American Experiment 

T he development of the American situation thus 
exerted a critical influence on the fate of the 
World Economic Conference. Enough has been recorded 
to prove that, although the successive restatements of 
American policy may have been verbally compatible with 
one another, they changed so much in emphasis within the 
space of a few weeks that European statesmen naturally 
felt both disappointed and aggrieved. During the two 
months that followed the Roosevelt-MacDonald conversa- 
tions, indeed, important changes had occurred in the 
United States. Though the President’s personal popu* 
lari^ was in no way dimmed. Congress was beginning to 
resent his autocratic mode of government, and caused him 
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1 A Pdlk^ fofe file Fduod 

MMBe imakf in wetmmg tk psnage of b» 
tcfocsw < befoK ^ «d}oamment;. Hence, kddag tftw 
sMored Coogresucmal support tvlndi an omwliebaaiag 
putf victory mig^ have bm expected to give him, Mr. 
Roosevek dked not adopt any policy nmning counter to 
the pi^ttdice of the masses of the popnlalimi, and sen 
forced to court the dangers of excess rather than prejudke 
the evidence of seeming achievement. That evidence, 
indeed, had become very obvious. The Administration’s 
policy of economic recovery promised to the farming com- 
munity such a rise of primary prices as would make tolerable 
the burden of debts, leaving a good margin of profit be- 
sides ; and to the industrial and business commuruty an 
increase of turnover involving the reduction of nnemplt^- 
ment, the renewal of profits and an advancing stock market. 
Every one of these aims was being partially achieved by the 
end of June. 

The powers which the President took in the Farm and 
Industrial Recovery Acts were enormous. Provision was 
made for the almost unlimited expansion of the currency, 
and for its possible devaluation by 50 per cent, against 
gold. As much as $3,300 million (nearly £joo million at 
par) was appropriated for public works. Farm mortgages 
were to be taken over wholesale by the State. A “ guaran- 
teed price,” corresponding to the average level of 1909-14, 
was to be secured for a long list of agricultural products, 
by means of taxes on consumption and a reduction of 
output. The Industrial Recovery Act enabled the 
Administration to impose on any industry, or upon industry 
as a whole, codes of wages, hours and conditions of labour, 
and of prices, too, by the ostensible means of agreement and 
persuasion, which thinly hid the mailed fist of ultimate 
compulsion. The rise of prices and the industrial im- 
provmnent that took place during the first five months of 
the President’s rule might well be taken to prove the efficacy 
of these gigantic weapons. Strangely, however, not one 
of them had yet be^ effectively used. The currency 
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dMMott «•» not aqp«adB«. 4atce tthhl mtm htd 

tett*peitan]Mil)Sc«osl>. *n)emtsietiMo{tiM««pp^ 
of and odier prinuuf omuBMiditin ocndd no* hti 
difiec ted to take effect Tmtil another cto|>7eHr vm paat* 
‘ilto indoatrial codea remained a direat, or a pitoniae. 
Whttf then, had happened ? 

To begin with, there were certain fortoitoos ciremn> 
atatowa, ISbe proapecta of a poor world wheat crop, nduch 
would hare ^p^ in any case to procure a rise of prices. 
Next, the violent purge which the banking system under- 
went in March renewed the confidence of the public in 
the credit system and released much of the currency that 
had been hoarded during the preceding three years. A 
later factor has already been mentioned, namely, the 
speculative depreciation of the exchange with its infla- 
tionary effect on the prices of goods commanding a world 
market. But the most important consideration of all was 
the public knowledge that the Administration meant 
business, and the public belief that the measures taken to 
raise prices would eventually be successful. There was 
a rush to get in on the ground floor. The process (typical 
of the downward phase of a business cycle) of throwing back 
the burden of holding stocks from the consumers’ to the 
producers’ end of commercial chain was sharply 
reversed. Manufacturers made haste to augment their 
production, even without the prospect of an immediate 
market, lest increases of wages and of raw material costs 
should destroy their opportunity. 

There was only one threat to the spiral process of rising 
prices. Statistics of retail trade suggested that consumers’ 
purchasing power was not keeping pace with the expansion 
of prices, and that unless it was stimulated the speculative 
babble might burst and trade recede to a lower level even 
than before. Hence the Administration hurried on its 
pnbHc worlra policy ($l,ooo million had been provisionally 
allotted by the end of July), and put into immediate opera- 
tmn a ** blanket code ” enjoining minimum wages and 
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A PoRcy fof the Pound 

ooBdtdoot <rf kboar npon the wk|pie of indvstix, 
to idjoitowiit lot iiuKiridual iadnstries when the litter 
•hoiild have pnt forward achemet agrecahk to the Adnunie- 
tratioo. TTie world will watch with eager interert ^ 
piogreas of thU experiment in raising prices bjr raising^ 
wages — the Ixddest measure of socialism yet attempted in 
Western countries. To raise wages is to raise costs and to 
cot still farther into profits. But to raise wages is also 
to raise consumers’ purchasing power, to expand the turn- 
over of trade and industry, and thus to restore profits once 
more. The success of the American plan is, therefore, 
conditional upon three things. If, in anticipation of rising 
costs, manufacturers immediately inflate their output, 
only to cut down again when the code comes into full 
operation, they will defeat the whole purpose of the 
plan. On the contrary, they must believe with conviction 
in the plan’s eventual success, and thus be ready (with 
their bankers’ co-operation) to submit to lower profits or 
greater deficits during the interval between the increase 
of wages and its emergence in expanding demand. Finally, 
the higher wages must nor be lost, in any significant degree, 
in the thirsty quicksands of debt repayment, for to that 
extent they will not immediately reappear as purchasing 
power. Beyond these theoretical considerations prophecy 
it impossible. 

'Fhc success or failure of particular measures taken under 
the Farm Act or the Industrial Recovery Act will doubtless 
have a profound influence on policy in this country ; but, 
besides, from two points of view we have a general interest 
in the progress of price-raising in America. Were that 
experiment to fail, we, with the rest of the world, would 
be farther away than ever from the promised escape from 
the slump. 'Hioogh we may adopt more conservative 
policies, the American aim of raising prices to a level which 
will give normal profits to the primary producer is ours 
also, and if they fail we must fail too, so great would be 
the shock to the world’s economic structure. It follows 
7JO 



tilit 4 e iriiidi ai^ mdenpoiab d» muopt 

«f ^ Amencatt ocp c ri me n t k to cw ovm gate dk- 
adwH^ge. ScGOod* the coone of Americua piicct utd ^ 
eteifiog valoe of die doiltf are intmutety eonnected. An 
ci limng prices causes an exftcUHim of a laM 
in die exchange, which itself anses an actud fall beTond 
the rate jaarified hy the Mtual level of prices. This is 
what has happened m the United States. Commentaton 
Ike Mr. Lipfonann claim that the dollar is not nndo^ 
valued, but, in basing their argument on the most sensitive 
indices of wholesale prices of raw and semi-manufactured 
commodities, they make the same mistake as was made in 
1925 those who justified our return to the gold standard 
by reference to wholesale price indices instead of to indices 
of wages and retail prices. We hare already noted how 
retail turnover has lagged behind rising commodity prices 
in the United States, and the lag between the exchange 
rate and internal prices, which is illustrated in the following 
table, is of the same fundamental character. 

Ratio of Dollas to Steklinc Paicrs 
(193* average®! 100) 

Jan. Feb. Mar. April May June 

Wholesale Price Ratio 9S‘* 94-6 96-5 97*2 987 ioo*o 

Retail Price Ratio . . 96-2 95-4 96-4 96-8 97’6 97-1 

Exchange Rate .. 95-9 977 98-0 i02-i 112*2 ii8*o 

The dollar is undervalued, and it would, therefore, be 
as dangerous for us permanently to link the pound to the 
dollar at the present exchange rates as to link the pound 
to gold at the present level of prices. 


III. A Plan fox Sterling 

E ver since we left the gold standard in September, 
1931, British monetary policy has been guided by two 
aims which at times have been conflicting — a rise of prices 
and exchange stability. The departure of the United 
States from the gold standard in April last added a new 
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A FiJ^ fer 4c found 

fj fffMwyt to tii« profaAem, ior if dK dcXkr wu to fittctmte 
is gold Ttlse the possd could not be simsltaneoasl/ stable 
agasntt gold and against the dcdlar. At the qienmg of 
^ World Economic Conference we hoped to do awaj 
with that complication and to reconcile onr two aims 
aecsriog experimental stabilisation between the pound, 
the a^ the franc (with all the other currendes that 
roo?e in their respective trains), as the basis of a programme 
of tariff redaction and the raising of prices thronghont 
the world. When these hopes were dashed by the American 
refoaal to stabilise, the problem of combining oar two sirns 
was restored in sU its complexity. 

Exchange stability is an important element in the 
confidence on which international trade must be founded, 
snd the key to the general liberation of trade by the removal 
at least of emergency restrictions. Our interest in it as 
a great trading rution is augmented by our position as 
the leading financial market of the world. If, however, 
it does not include the dollar it is not a practical policy 
for us. Were the pound attached to the gold currencies 
at something like the present levels, we could not face the 
immediate consequences in competitive trade of a possible 
future low devaluation of the dollar in terms of gold. 
'Ihsi would depend, it may be argued, on the relative 
price levels of Great Britain, the United States, and the 
gold countries ; but present circumstances indicate with 
considerable certainty that the revaluation of the dollar 
would be an undcr-valuation, comparable with the under- 
valuation of the franc in 1928. At all events, our hands 
must be free. 

Moreover, a rise of prices emphatically is and must 
remain a cardinal principle of our policy. The excessive 
burden of fixed money charges, which with every fall of 
prices take an increased share of the tottl product of 
industry and trade and thus leave an ever declining margin 
for profits, is a primary cause of continued depression. 
The present debt structure, indeed, naay rry Hy ps ^ — 
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iiwwifcitfiniiii irntwi it is idiered ei^er bf feBotal cals Itt 
Mnioo^lHUfes or bf a tiae of pricei. farnMor slnsraa* 
tiie is not (»fy cxtrem^ difficnh in prsake, cspaddO^ 
lor a ooo&try with an advanced and oomplicated credit 
sfnem Hke our own ; it threatens tbe wfaok foandatkA 
cd credit, the confidence of the lender coupled wkh the 
reaptuudbili^ of the borrower. The rise in prices rojnired 
to make the existing debt stnictme altogether tcderable, it 
ttuy be argned, is impracticably large. That is true ; and 
it is true mmeover that a rise in prices, if too rapid or 
too prolonged, creates as ineqaitabk a redistribution of 
real income as does a sadden fall But a moderate and 
controlled rise of prices, which would avoid the latter 
evil, would effect at least a partial solution of the debt 
problem. It would, furthermore, make possible those 
conditions of freely moving trade under which alone a 
compkte solution can be evolved. 

A fall of prices strikes most sharply at debtor countries, 
and at primary producers, like the Dominions ; but it 
swiftly recoils upon manufacturing creditor countries like 
ourselves, through the impoverishment of our markets and 
the frequent failure of our debtors to pay their debts. 
A rentier dependent on interest from abroad may be a 
drone, but his income, as purchasing power, creates as 
much employment as do wages or salaries. Hence the 
criticism of our failure to implement our expressed aim 
of raising prices, which are offered by an overseas contri- 
butor in a later article* (especially our reliance on the 
restriction of production, which may raise the prices of 
individual commodities but can only have a depressing 
effect on the general range of commodity values) could 
be levied with equal cogency from a selfish national point 
of view. This is not to deny that resuiction of output 
may be required as part of the technical reorganisation of 
certain nunufacturing industries. 

•Seep. 777. 
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hket, indeed, lure 

Qiesp xaaaejr hw liad tome elect. This ntight ht t afcB % 
a it seems to be taken by the Government, as a teasoa &r 
Httiof back and dmng nothing, whereas cm the contn^ 
it is onr oppoitiimty lor striking out on an independent 
polky. Attachment to gold, which has been maintamcd 
in practice for the past six months, was valuable as a basis 
of commercial security so long as the dollar had a more or 
lest fixed relation to gold. Now, however, with the dollar at 
liberty and American prices rising, the attachment to gold is 
bound to prove a brake on our progress. For there is no 
disguising the fact that the gold standard countries are 
far from enthusiastic about a rise of prices. Sooner or 
later, if we arc to implement our avovi'cd price policy, our 
path and theirs must diverge. A large or sudden depre- 
ciation of the exchange against gold is not required, but 
every day by which dt jacu stabilisation is prolonged 
enhances the difficulty of eventually depreciating should 
our price policy demand it. 


The vital point is not that a deliberate depreciation of 
the exchange would automatically enhance the sterling 
prices of commodities entering into international trade, 
for that might be a temporary, and would certainly be 
only a partial, alleviation. What is wanted is a spon- 
taneous heightening of prices within the sterling area 
brought about through a more rapid flow of purchasing 
I^r. Now, apart from budgetary deficits, which undo 
their direct inflationary effect by the deflationary conse- 
quenen of the loss of public confidence, there are two 
myt by which internal purchasing power can be increased 
u the way of the American experiment in wage in- 
flation, which requires two conditions, neither of which 
we possess-a popular Government with dictatorial powers 
and a persistent and enthusiastic confidence, on the part' 
«..crpri.i., cU«, m efficc, of dut Govot- 
. pror.mo.e. The otto U mcreae. of 
ted inveetment, id the fora eiito of the cratioit of new 



ffdb '«r of ^ pon^aio of oonuwdMe* isr 

Cfcwn»- menef k hcnag its iknr aad mild eflect k eii> 
etmtag^ privste investment ; but more dbsn that is 
friied. A BBoderate policj ol pnblk works is called for, 
not as a ^tect meaiu Mbsorbiag oaemploTiaent, but as 
part of an acbiowledged programme of prke>ra»ilig. 
Tlsere are three wajs of looking at a policy of public works : 
first, im capadtf to afibrd increased emplojrment, both 
direct^ and in the manufacture of the raw materials re- 
quired ; second, the value of the works to the community, 
vduch may be much higher than the monetary return, and 
which in any case must take account of any saving of 
unemployment benefit ; third, the new purchasing power 
involved, which is multiplied by being passed on from 
spender to spender. Though they may be expensive 
according to the first test, there are many opportunities 
for public works which come well enough out of the second 
to justify their experimental submission to the test of their 
effect in stimulating purchasing power. 

Such governmental intervention may be necessary in 
order to start the upward spiral, but the process must be 
strengthened and maintained by more normal forces of 
investment. Investment in capital works, and more 
particularly in commodities, would be stimulated by belief 
in the probability of a rise of prices, based on the obvious 
detachment of sterling from gold. The pegging of the 
sterling-franc exchange is seriously detrimental to that 
necessary faith. One of its results has been the inflow of 
a large volume of short-term funds seeking a safe refuge, 
and this is bad money, prejudicial to our commercial 
interests, because it may be violently withdrawn. Further 
depreciation of the pound against gold would probably 
cause the outflow of that unwant^ money. Another 
possible result is that, in spite of the solidarity of the gold 
bloc, the activities of speculators, coupled with the threat 
of commercial consequences, might drive other countries 
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(Hflilffid Aod Switierlaad, Iw iwtance) off goM* 
case, the gdd a>Qntries, in an effort to protect t]iaiiseli«% 
nil^ be expected to erect further economic ddenoei^ 
the shape of quotas and other devices as weB as taii&v 
sgainM countries trith depreciated currencies. That ^ 
would be a serious handicap to our trade with such countries 
cannot be denied, though the loss might be cancelled hf 
our enhanced competitive capacity in outside markets. 
The relative importance of the internal and the external 
trading of the different currency groups of the world is 
illustrated in the following ublc. 

WORLD FKPORTS,* 1930 

/» miliioM 

*t» Gold SterlinR American Far Other 

Group Group Group Russia East Countries Total 


frm 

Gold Group 

(-) 
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(i) 

47 * 

(0 
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3 * 

(-0 

40 

w 

257 

1,809 

Sterling 

Group 

359 

578 

136 

«4 

60 

249 

». 39 <> 

American 

Group 

208 

33 > 

»5» 

*3 

7 > 

140 

1,025 

Russia . . 

43 

54 

5 

— 

6 

21 

109 

Far East 

*S 

34 

<54 

8 

46 

S 3 

230 

Wttrld (in- 
cluding 
other 
countries) 
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• SuintitjJ S»lf . — llie fibres on which the lahle is based hare been 
i»ict» from publicaiions. In a few cases where the figures of exports 

(mm certain countries to others have not been available, the corresponding ' 
percentage fur or occaaionallp an earlier year, has been applied to 

tlie total rsjwrts for 1930. As the countries concerned are ail small, any 
resultant ermr in the aggregates would be negligible. The figures for 
Australia relate to the year ending June 30, 1930. 

(e) Austria, Belgium, Czcchoslovaku, France, Germany, Hungary, Italy, 
KeilterUnds, Poland, Roumania. Switzerland, Dutch East indies. .Austria 
has been included, in spite of the fact that her exchange is effectivdy 
depreciated against gold and titat she gave general support to the sterling 
g^p at the World Omfetence, because the closeness of her trade relations 
with her neighbours binds her economic future inevitably to theirs. The 
gmup contains two elements : the gold standard countries proper (Fnnce, 
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1% ftasdiaS gump) inAucIi iiave kad to be aMde lor 
mmt «i 9w3Mbk tutistics, the tij)k~etrildiig at it 
dMS4aet bdsg oat with fidl force the ootopenidTe impoit* 
aace ot mde odthia the different gioaps. In i9]0^ for 
fostaace, the exports of the United Kiiigd(»n totdkd £ 57 * 
nidfioA, divided as follows; British Empire, mKladiaf 
Canada, ^319 million ; rest of sterling group (including 
only Argentina from the American continents), ^99 milf 
hon ; Canada and United States, £S 9 million ; gold gronp 
proper, ^99 million; artificial gold sUndard countries, 
£38 million ; China and Japan, £iy million ; and the rest 
of the world (mostly Latin America), ^^40 million. 

Hiere is no denying that the curtailment of the trade of 
the sterling group with the gold group, even though partty 
counterbalanced by increased trade with the United 
States and other outside countries, would be a serious 
matter. But we are threatened with far worse dangers 
by the pursuance of our present course. The necessity 
of paying their debts has forced the Dominions to restrict 
their imports and to expand their exports. The former 

Belgium, Holland, Switzerland, Italy, Poland, and the Dutch Fast Indies), 
with exports totalling £992 million, or 18-3 per cent, of world exports in 
1930 ; and tliose countries whose exchanges have been maintained at a 
nominal p.irirv with grild hv mra-s of fTeigr. eTr'-arTe rr>-.rro!. 

' 4 ) Driiina-k, (irme. No'isay. Spain, .Sweden, I’liiied Kingiliin., Argen- 
tina, Auairalia, l'g>p', liuiia, aiu i.'ie l.iiioi: i>i Sou'.ii Al.'ica. I'lir want 
of available statistical material, a number of important sterling ” countries 
have had to be omitted from the group, including British Malaya, Irish 
Free State, New 2 >aland, Ceylon, Portugal, and British colonies in Africa, 
ndiose combined expons alone exceeded j^zoo million in 1930. 

(f) The United States, Canada and Brazil. The last is, of course, only 
representative of s larije group nf I at=r Axeric-n cn-.iotrips which follow 
the dollar rather than sierlir,;. Caiuda has kuliMTilied in i-ie deciaraiion 
of the Bnmh delations to tbe World Conference, pledging them to 
maintain ezchaiige subility among themselves as far as possible, but she 
has not been placed in the sterling group because she is clearly within the 
American econaaic orbit. 

(J) Quna and Japan. 

(<) This category includes, of course, a great many countries which should 
be dandfied in one or other of the first three groups, were the figures 
avaikUe. 


737 


A Policy for the Pouad 

a et f i B ti t y nsde it extreme^ difficult for thcHi t® ofiex 
yahuibk concesntms at Ottawa, whik the latter has cai^ 
sooBc critics to compbin that dlie Dominions are vioiatii^ 
the spirit of the Ottawa agreements by floodii^ this 
coontry with cheap agricultural products. The counter- 
demand that the Dominions should restrict the export of 
these products evokes the even more vociferous cry that 
Great Britain u thus herself viobting the spirit of the 
Ottawa agreements. From this trouble, which with its 
mutual recriminations weakens the whole fabric of the 
British Commonwealth, there is no escape save in a consider- 
able rise of prices. We may pay lip-service to that ideal as 
much as we please ; we slull get no nearer to it while our 
currency is pegged to a fundamentally deflationary system. 
Once the start is made, moderation and control will be 
needed, but we have the capacity for both. 


IV. CuaSENCIES AND NATIONALISM 

T here is a broader angle from which the monetary 
problem may be regarded. Undoubtedly the present 
crisis has been brought about by excessive nationalism in 
the field of currency as well as in that of trade. So long as 
each' country on the gold standard was attempting to 
pursue its own independent monetary policy, the inter- 
national standard must sooner or later have broken down, 
even if tariff barriers had been far lower than they were. 
On the orher hand, the most ably managed international 
standard must eventually have proved incompatible with 
a regime of tariff nationalism, which obstructed the 
necessary adjustmcnt.s of commodity trade to meet financial 
fluctuations, bor all the fine words of statesmen at South 
Kensington, nationalism, economic as wcU as political, b a 
very vital force, and the likelihood of a great change of 
heart, such as would bring down tariffs to a moderate level, 
is very remote indeed. A certain measure of tariff nation- 
alism having been forced even on ourselves, we must now 
73 « 



^VWIH rmfuaumm 

Im» ^ qwtioi twfeetiwr iKoaettiy UtternitirwwHii I* 
tMAHNMab^ oanpiitf life widi coounercul farotecdeoiiiau 
GailM^r «o«etttni noir to the gold standerd 'mihoot fiat 
aecani^ acnae Hbeation ol tnde 'would bt to coBtferon 
the atimdaid to a repetition of the breakdown ol the last 
twDpeus* 

A pare^ nqpitive independence, on the other hand, is 
wc»«e than valndeas. Oar commercial poUcf most be 
directed towards tempering nationaltsm by more liberal 
policies within certain groups which are predisposed towards 
rantaal omcessions. That was, at any rate, the aim of the 
United Kingdom at Ottawa — ^to secure freer trade within 
the British Commonwealth as an offset to high protectionism 
elsewhere. In precisely the same way, under existing 
circumstances, a group policy in monetary matters, assuring 
stability of exchanges within the group on the essential 
basis of a common policy in respect of price levels, is the 
only practical alternative to complete chaos in international 
exchanges. This was precisely the theme of the announce- 
ment of monetary policy made by the British delegations 
to the World Conference. That declaration may well 
inaugurate an entirely new regime in monetary relations, 
primarily within the British Commonwealth, but also, 
perhaps, among foreign countries of like mind, to whom the 
declaration offered an open invitation to subscribe to its 
principles. But action as well as intention is required if 
the group policy is to be a reality. It is no good asserting 
that a rise of prices is our primary object, and that we have 
no commitments linking our currency to that of any other 
country or group, when in practice we mainuin complete 
stability against a group in which the policy of raising 
prices is, to say the least, suspect. With a rise of prices, 
moreover, the reduction of tariffs within the group becomes 
practical policy, because then, and then only, can the 
debtor members pay their obligations vrithout cutting 
thmr imports to a minimum and promoting exports which 
compete ruinously with agriculture at home. 
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A Pofey 'for th« Poiiiid 

The frider ^ group tbl bet^. Manp other Qonttt:^ 
off the goM etamUrd are prepared to stabilise t^ear 4ntr(> 
lendes against sterling if sterling prices rise adeqtiatcdf-* 
but not otherwise. Thef, too, ask for deeds as swfi W 
words. Several of them have public woiks prograauaes 
udiose chance of success in inflating prices would be 
greatly improved, if for none other than psychological 
reasons, by the pursuance of a similar policy here, cth 
ordinatcd with theirs. If we can secure their adhesion, 
wc shall have produced a far greater measure of monetary 
stability than is involved in a fixed relation between the 
pound and gold ; for the latter course opens the prospect 
of defection by any and every currency now in the sterling 
bloc. Australia, New Zealand and Denmark, though they 
have joined the pound again at a lower exchange rate, 
have already been compelled to depreciate their currencies 
against sterling. We must choose, it seems, one group or 
the other. The gold group. Urge as it is, includes a 
number of countries practising exchange control, with 
whom stability of exchange rates is a farce, and some like 
Germany who have adopted autarkie as their economic 
ideal. The sterling group, on the other hand, is one 
with which wc possess the closest political and racial as 
well as commercial ties. Hence there can be no doubt 
which group wc must choose. 

These economic considerations have a political aspect too. 
The Naii revolution, and the disturbed state of European 
JKiIitics, have forced us to reconsider our attitude towards 
the Continent. The Dominions are frankly suspidous 
of our European entanglements, and the United States, 
wc may be sure, will wash her hands of any European 
quawl. The sterling group is a group of padfic demo- 
cracies, connected by ties of common culture and political 
ideaU to the United States, and through her to the 
American republics. To bind ourselves to gold is 
to disappoint the Dominions, and to repudiate the 
c ncc of a fresh monetaiy and economic tnt 4 nU vdth 



f unrlMin widk its pofitkal isobticsikm; lusooe srilst tie 
I Mif 4 » motmagii At ooe lutiMn tdis ocher ti», 
jfm m Aag^Aamkan oo-opecatioa and Iriendsiup oil, 
aanre thn ever before, the soundest basis ol wnrld peace, 
#0 Amh>-Aiiiaican co-operation in a poUigr of raistqg 
' ecanatochinr {vices, and thereby mahing possible a mntaid 
^lefation of trade, is the sotondest basis of world prosperiiy. 

Nevertheless, we most 1 ^ no means forsake the puisnit 
of world-wide poihical concord, nor need econmmc co- 
ofieratioa within the Empire circnmscribe the ultimate 
goalof British commercial policy. By the same token, the 
nhiiiiate goal of British monetary policy must be the 
restoration throughout the world of an international 
cnirenqr standard, made possible by a liberation of trade 
following a general rise of prices. It may or may not be 
the gold standard, but if it is then gold must be the 
instrument and subject, not the lord and master, of 
the international system. The independence of the 
various States in monetary policy must be limited by the 
need for maintaining, by international management, stability 
in the purchasing power of gold. If they are not ready for 
such a curtailment of their monetary sovereignty then the' 
time is not ripe for the restoration of the gold standard. 
The only alternative to international co-operation is a 
repetition of the conditions of the period from 1926 to 1931, 
when the gold-hoarding of this country, or the speculative 
inflationism of that, prevented other Powers from adapting 
thdr monetary policies to their industrial requirements, 
and eventually drove them off the gold standard. Experi- 
ence of international monetary co-operation within the 
steriing area, which is foreshadowed by the declaration of 
the Dominions and the United Kingdom, will stand us in 
good stead when eventually we attain the ideal of an 
intarnatioiial managed standiurd. 
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A OOMMKlWEAt'ni TJUroNAL 

I N Sq»t«mber» 1929, His Govermnents 

in dk UfiimI Kingdom, Canada, Aaatrafia, Scnnii 
Africa, New 2 Sea]and and India, accepted as compolsafX 
tibe jarisdictkm of the Permanent Court of Intemarional 
Justice under the so<al]ed "optional** clause of Artkte 
|6 of the Statute of the Court, thejr excluded from thdf 
declaration of accepunce certain classes of disputes, one 
of which was “ disputes with the government of any other 
member of the League which is a member of the British 
Commonwealth of NatioiM.” " All of which disputes,** 
they went on to say in identic a 1 terms, “ shall be settled 
in such manner as the parties have agreed or shall agree.** 
A few days earlier the Government of the Irish Free Sute 
had accepted the clause without this reservation, but so 
long as it is maintained by the other members of the 
Commonwealth* there is no means whereby a dispute 
between any two of them can be brought before the Per- 
manent Court under the clause. 

rhe reasons for this reservation by the majority of the 
members of the Commonwealth arc well understood, 
hentiment doubtlcsa enters into them, but it is not an 
untwrthy sentiment ; and in any case there arc reasons 
for it other than sentimental reasons. It implies no lack 
of appreciation whatever of the invaluable services which 
the Permanent Court ha.s already rendered, and no lack 
of confidence in its future, to hold that for inter-imperial 
disputes a world tribunal is not the most appropriate that 
can be devised. Whether we prefer to describe the re- 
lations between members of the Commonwealth as con- 
Btitatioml,or as quasi-intcrnatioi»l,or cvenas mternational. 

It IS clear that the " common allegiance ” and “ free 
aswciatioii ’* which all members of the Commonwealth 
accepted in the Balfour Report give those relations a 
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Tlw CcmuBomm^ b a kagne whi^ 
titt iii|fr Ijoagoe, aid it tm die oondidooi of the Infer 
tieofoe* n«ilH«1lwM<rfdwCoIMlloalvelltl^datdet8I^ 
t3ie eanedtatkm of the Penxuaent Court, la all tator* 
aatknal orgaabatioa cme o£ the moat fondanwatal diffiod* 
tba k the lol of homogmeitjr aaiong the aatioiis lahoae 
needs the organisatkm has to serve, and in particnlar the 
▼etx limited sense in which all the nations of the wodd 
takra together can be r^arded as forming a true emmimity 
<m the basis of which common institutions can be weD ai^ 
truly founded. It is unwise from any point of view, even 
from that of the larger group, to ne^ect the advantages 
for organisation that are a£brded by a degree of com- 
munity already existing among a group of nations, such as 
does already exist, in spite of real and important differences, 
between the members of the Commonw^th. 

This u at least as true of the problems of judicial as it 
is of those of political or economic orgaxusation. For 
the judicial function demands other qualities besides those 
of learning and impartiality ; it can never be reduced to 
the mere logical application of pre-existing rules to situations 
of fact ; it is necessarily formative in its tendency, and it is 
best entrusted to judges whose own minds have been 
formed in the mi/iru within which the disputes with which 
they have to deal will arise, rather than to tlu»e who, 
though they may be equally competent, are unfamiliar with 
that milieu. From the nature of the case only a small 
minority of the judges of the Permanent Court can ever 
have experience of the special problems of the Common- 
wealth. But the exclusion of inter-imperial disputes from 
the jurisdiction of the Permanent Court is a merely 
negative event, and the members of the Commonwealth 
have hitherto not addressed themselves very seriously to 
the positive side of the problem of the method by which 
their disputes' are to be settled. 
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A CmsmoiiliMadtli Tribunsd 


I. Tbi Enmiic Jumcut Machimekt 

I N 1930 the Imperial Conference, ta king up a ratlier 
jejune reference to the problem in the Repwt of the 
Conference of 19*9 on the Operation of Dominion Lt^gjala- 
T Km , declared that “ some machinery for the solution of 
diaputea which may arise between the members of the 
British Commonwealth is desirable.” It was agreed, 
however, ” in order to avoid too much rigidity, not to 
recommend the constitution of a permanent court, but to 
seek a solution along the line of ad hoc arbitration proceed- 
ings. 'fhe Conference thought that this method might 
be more fruitful than any other in securing the confidence 
of the Commonwealth.” Doubtless the statement of the 
reasons for this dccisioix, the fear of ” rigidity,” whatever 
that may mean, and the need for allowing for the growth of 
” confidence,” was not altogether candid, but when we 
remember that a few months earlier all the members had 
liad sufficient ” confidence ” to submit their disputes 
with foreign nations to the very system which they regarded 
as tw advanced for tlicir disputes inter se, a permanent 
court with compulsory jurisdiction, the language does not 
seem very happily chosen. 

A few furt^r details of the proposed system of “ arbitra- 
tion ” were added. “ In the absence of general consent 
to an obligatory system it was decided to recommend the 
adoption of a voluntary jyjicm.” The competence of the 
arbitration tribunals was to be limiud to diferences between 
govemmenu, and to such cUffercnccs only as »n jufticiable. 
A tribunal was to be constituted ad hoc for each dispute, 
and to conaist of five members, none of whom was to be 
drawn from outside the Commonwealth. Two memben 
were to be selected by each party, one of whom must be 
drawn from a member of the Commonwealth not a party 
to the dispute, and the members so chosen were to select 
7H 
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AaieMOft 'wiA ifMKiii .ln(M|Mi|B 
aaA aifMiettM lB^i^^ to ckt eme to ini bR»i|^ lMfc<« 
line tiSkmaA tvete to be Mbnittcd if tbe ptrtiee «o daunted, 
inhe ttpe nee e die tribunal wne to be borne eqnaU/ faf 
ibe pertiem each partf bearing the expense of presenting 
bn own case. 

So ftt as it goes this scheme was apparently modelled 
on the scheme of arbitration devised st the first Hague 
Ccmfwaice of 1899 and revised at the second Conference 
of 1907. Bat it omitted many of the features which, at 
that time, made the Hague scheme, imperfect though it was, 
a valuable advance in international organisation. The 
submisskm of a dispute to arbitration requires the agreement 
of the parties on a number of points relating to the con- 
stitation and the procedure of the Court, which are not 
in themselves controversial, but are apt to become so if 
agreement has to be reached when feelings may have 
become embittered by the outbreak of a dispute. One of 
the merits of the Hague scheme was that it included a 
code of arbitration procedure, regulating these details, 
though subject to variation by agreement between the 
parties. Another of its merits was that it went some way 
towards mitigating the evil of leaving the choice of arbi- 
tators to be made ad hoc after a dispute has arisen by creating 
a sMnding panel of qualified persons from whom the 
arbitrators were to be chosen. Neither of these features 
was r^roduced in the scheme of the Imperial Conference, 
which must probably be regarded as little more than a 
recognition that the problem of the method of settling 
disputes between members of the Commonwealth is one 
that awaits solution. It is significant that on the occasion 
of the one serious dispute since 1950, thatbetween the United 
Kingifem and the Irish Free State over the bnd annuities*, 
it proved impossible to apply the Conference scheme. 

Prior to the adieme of the Imperial Conference, the only 
consdtutional machinery available for the settlement of 
* Sec Tss Roonp Tmli,'No. W, September 1952, p. 747. 
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iaw jiaperkl diip«t« o< a legd chatacter lias been *4* 
sfrt«m of **ii^ecial nfernoei* tothe OonuiHtw 

of tke Prifjr ConociL This jvrisdictiM not be 
oonfosed wi^ ^ ordiiurf appellste joris^ction emdsod 
wben tbe Gmunittee sits n> hear tbe complaint of a ptmte 
lityitt agaiost tbe detennmatioa of some sobordmate 
cooit. The jorisdictioa hjr way of “ special tdwatct ** 
arises under Section IV of the Judicial Committee Act, 
i8j 5, the terms of vduch provide that “ it shall be lawful 
for His Majesty to refer to tbe said Judicial Committee for 
hearing or consideration any such other matters (se. other 
than ^ ** appeals ” mentioned in the preceding section} 
whatsoever ss Ifis Majesty shall think Bt, and such com- 
mittee shall thereupon hear or consider the same, and shall 
advise His Majesty thereon in manner aforesaid.” Since 
the war the “special reference” has been used in four 
cases. In 1919 the Committee was asked to advise on the 
ownership of certain lands in Northern Rhodesia on the 
taking over of that territory by the Crown from the British 
Sooth Africa Compny ; in 1924 on the situation produced 
in law by the refusal of the Government of Northern Ireland 
to appoint a member to the Irish Boundary Commission ; 
in 1917, on the petition of the Governments of Canada and 
Newfoundland, on the boundary between the two 
Dominions in Labrador ; and in 1929, in somewhat curious 
circumstances not relevant here, on the rights of com- 
pensation of retired Irish dvil servants. In the Labrador 
case the judicial character of the “ special reference ” was 
emphasised by the Lord Chancellor, who pointed out that 
the Committee’s duty was to consider, not where “ the 
boundary might wisely or conveniently he drawn, but only 
where, under the documents trf title brou^t to its notice, 
that boundary is actually to be found,” and the case was 
treated in all respects as though it had been, as in substance 
though imt in form it was, a contentious litigation between 
the two Dominions. 

It will be observed, however, that of the four recent 



«n4 i|pt oi.^'lJtoiiiM 
|lNiMidnysi^'ii<dlitt6dl tccictfy to o ^ffttum-IbKweH' SMwiibtiit 
tad alaet tlK **iqpeGid Nfensaoe,** 
AfUih k 1 m» tiem otefol m » meUkod «f aetdbf tadi 
ditfensacot ka amr been tpeculked to that purpote. 
Here k ao atatvtoiy Ismitatkui of the anbject nutteti on 
edttdk Hit llajcM^ nay require the advice of the Cora* 
adtte^ aad diM on which it haa been aou^t from ttme 
to time have been very nmKeUaneona in character. 
mdade queatiooa aa to the removal from office of colonial 
jndges, fonnezlf a rather frequent aubject of reference; 
dtapntea aa to ^ reapective juriadiction of the biahopa of 
Capetown and Natal, and m to the rdative righta of the 
Legulative Council and the L^ialative Aaaembly of 
Queensland ; and (at the request of a Select Committee of 
the House of Commons) the question whether a Member 
of Parliament (Sir Stuart Samuel) had become disqualified 
from sitting in the Ihtuse. 

The varied of the uses to wluch the procedure bjr way of 
“ special reference *’ can be adapted is perhaps in itadf a 
disiulTantage when its suitability as a method of settling 
disputes between members of the Commonwealth is under 
consideration. The instances cited above show that while 
the procedure can be used judicially, as in the Labrador 
boundary case, it is not necessarily so used, for the Com> 
mittee may equally well be called upon to give its legal 
advice when the Crown is acting in a capacity other 
than its judicial. In such cases the advice does not 
necessarily take the form of a judgment delivered in open 
Court, an^ may be tendered confidentially to the Crown 
But apart from this objection it would probably be unfor- 
tunate to link up the question of a Commonwealth tribunal 
with the controversy over the maintenance or otherwise 

the mdinaiy app^ from the Dominions to the Privy 
Council, with which it has no necessary connection. Yet 
it k obvious that whatever objections are felt in certain 
puts of the Commonwealth to the practice of appeals 
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mwM widi eqtul force to ^ tyttem ol epeditf 
<tier«iKe». TIni ^edd reference k initiated aaf 
Order in Comdl, that k to uy, hy His Majesty act^ oit 
the advice of the Privy Cooscil is the United Kingdosi. 
Ihe jtidicul Committee itself exists nnder imperial 
statntes, and though judges from the Dominions may be 
memberi of h and do occasionally tale their seats, as they 
did in the Irish boundary case, its personnel is predomin- 
antly drawn from the Bench of the United Kingdom. These 
arc in a sense merely formal difficulties, but the recent 
history of the Commonwealth shows a trend, which no one 
desires to reverse, away from even a formal difference of 
status between its parts. On the other hand, with the 
single exception of the monarchy itself, the Privy Council 
is the most venerable part of the constitution of the Empire, 
and it should be possible, in the interests of historical 
continuity and of the immediate prestige of a new 
Commonwealth tribunal, to build upon it as a foundation. 
The tribunal might, if it were so desired, be constituted as 
a new Committee of the Council, its constitution and pro- 
cedure bring of course determined by agreement between 
the members of the Commonwealth. 


II. A Permanent Court 

Conference of 1930 gave no reasons for its opinion 
1 that some machinery for the solution of disputes 
between members of the Commonwealth is desirable, 
perlups because the reasons arc obvious. Differences of 
opinion Irctween them arc inevitable from time to time • 
but such differences need not be embittering, and the 
surest way to secure that they shall not be so, is that there 
- hould alwaj^ be ready to their hands a means of resolving 
them, to which resort can be had in a proper case as a 
normal and friendly step in their relations. ^The states- 
o(^.ll p,,,, „r ,h. Comnoaw..lth ha™ mditloiBll, 



' i h W ild l '--'^- Mfedaf iadhmoa^ liw» 
gM M jH % iyt«fawHa d ta alknr tiieir vdatio^ ^ be «MMMtNi 
Iqr cdoveatioaf ntber than hy role. Oa tlM 

aAnk liuB pe&7 bos been a w»e one ; but even co iberfe 
bate been oocationt in the past where they have foond dt 
oeccsauy to resort to a legal determination of thdr respeo 
five rights, and it seems not nnlilttly, especially in view of 
the pc^(7 of complicated agreemmts which has now been 
introduced at the Ottawa Conference^ that these occatimia 
will be noore numeroas in the future. It is not suggested 
by the advocates of a Commonwealth tribunal that Ae 
members of the Commonwealth should rush into litigation 
at the first disagreement ; such a danger is purely imaginary. 
But it is not the part of wisdom, as the present controversy 
over the Irish land annuities only too clearly shows, to be 
unprovided with any means whereby a disagreement, which 
friendly discussion has failed to dissipate, may be resolved 
in the last resort. 

There is another possibility of usefulness in a Common- 
wealth tribunal, on which it is not necessary to enlarge 
but which should not be lost sight of. It is still uncertain 
how far the Statute of Westminster may prove to have 
affected the position of the King, but it is at least possible 
that he may, in some future contingency, be placed in a 
difficult position. It might be of inestimable importance 
to the whole Commonwealth that, in so far as his diffi- 
culty was a legal one, it should be possible for him to refer 
for advice to a tribunal of the highest prestige, whose right 
to speak in the name of the whole Commonwealth would be 
beyond dispute. 

In nothing were the recommendations of the Conference 
more disappointing than in their preference for a system 
of ad hoc arbitration rather than a permanent court of 
justice. An arbitral award is, or at any rate ought to be, 
a judicial decision, that is to say, it is a decision arrived at 
by the application of legal principles and not by way of 
compromise. But a mere court of arbitration can attract 
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m 00^ in t dl^ degree the ccniniteiit de?d^ 

taest of die lew. Mceeorer the tpecul coostitatioa 
propoeed hf the CoaferMce was a particnhudf bad oaie. 
Of the five nembers of the Coart which it recommeaded^ 


fear were to be nominees of the parties, appointed after 
the ootbreak of the dispate on which thejr would adjadkate, 
that is to sa^, appointed in circumstances in which the 
maintenance of a truly judidal attitude is particularly 
<hfikult. The Hague (^tierences were unable to advance 
beyemd the stage of aJ hoc arbitration tribunals because it 
proved impossible at that time for fifty odd nations to 
agree on a method of electing permanent judges which 
each nation could regard as fair to itself, but the Confer- 
ences definitely r^rded their work as a pis oiler, and it is 
now twelve years since the problem of finding an acceptable 
method of appointmg the judges was solved in the inter- 
nstional community by the esublishmcnt of the Permanent 
^rt. In the Commonwealth, owing to the small number of 
ita members, the same problem can hardly be said to exist. 
Apart from details, once the decision to make the Court 


a permanent institution has been taken, its constitution 
almost settles itself. There should clearly be a judge 
appointed by each of the governments of the eight units of 
the Commonwealth, not necessarily from its own Bench or 
Bar but at any rate from within the Commonwealth. As a 
fairly large quorum, say nine, would be desirable in view 
of the magnitude of the issues with which the Court 
Jtould have to deal, it might be advisable that there should 
^ some adduional judges, co-opted perhaps from any 
P«rt of the Commonwealth, in the first place by the 
jttd^^minated by the governments, and subsequently 

he^urt qualifications for appointment to 

^Court. if It were thought necessary to do so. The 

thouU^ a long one. say, nine years, and that during the 



^ l»?A|CTB^IWri0Wllt? ^-/;:- ' ^’ ' . 

- ’iiM»-,<lhii>-!tHiiiiV;ai -*>dlgfe ihottki -W-HlatohMir ^aoi»e» H 
il» inidi »ud^ «{ tlw jwigcft, w«fe SxtAm fifte«a» a^ 
«iie tectt«f office at nine jrean* the ocntiitni^ of ^ G^kt 
nqgllit oottvenaentty he maintained hj a i^um under 
«ll^ five judges would retire everf tibuee jearSy bnt 
vaonid be digtble for re-appointment. Payment ehoold 
probabty ta^ the form of a nominal 8alar7 as a retunhkg 
lee mth an adequate honorarium for the periods during 
wluch the Court was sittings both being made payable 
out of a central fund and not by individual govemn^ts. 
The Court would naturally make its own rules of procedure. 
It might be desirabk to provide that during his term of 
office a judge should not hold any public office other than 
of a high judicial character. The Court would naturally 
sit in any part of the Commonwealth according to con- 
venience, and members of any of the Bars of the Common- 
wealth would be entitled to appear before it. 

Under the general heading of the competence ” of the 
proposed tribuiul, several important questions would 
have to be determined. The first is that of the parties to 
whom it should be open. On this the Conference of 1930 
reached unanimous agreement ; the Report tells us that 
“ no doubt was entertained ” that only differences between 
governments should come before the Court, and the 
limitation is clearly a sound one. It is indeed implied in the 
whole purpose of the Court, which is the solution of 
differences which may arise between members of the 
Commonwealth. But the limitation should certainly be 
subject to an understanding similar to that which is 
accepted in the international sphere, where the practice 
of diplomatic protection allows a government to espouse 
the cause of one of its subjects. The circumstances 
which in international law give rise to a claim for damages 
for injury to a subject are, on the whole, fairly well settled, 
or at least it is unlikely that there would be any serious 
difference of opinion about them among the nations of the 
Commonwealth ; there is no reason why they should not 
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k eyid^ ivfikdk <o 

«««« ind«d Acre i« w) inode wludi the gtmaanJW 

of one ptft of Ae Commoowodth caiir prefer a daiffl to 
emapeiiMtioa againrt the govenonent of iiMrther, with 
die reenlt, «• Profeaaor Keith* ha» pomted out, that * 
Britiih robject haa lew effectiTe protection agaimt an 
Wt of illegality anflfered by him in a part of the Commoi^ 
wealth other than hi* own than he would if it had occorrod 
in a foreign country. The position is even less cre(httble 
to the Commonwealth in view of the improvements in the 
machinery for preferring claim* of this kind which have 
been rrude recently in the international field ; nothing 
like the action of the Permanent Court in the controversy 
with France over the Tunis nationality decrees, or like 
that of the Council of the League in the controversy with 
Persia over the Anglo-Pcrsian Oil Company concession, is 
at present possible within the Commonwealth. 

Assuming then that the parties before the Court should 
be governments, the question arises what kinds of inter- 
governmental disputes ought to be referred to it. On this 
the Report of the Conference is singularly unhelpful. 
The Conference was of opinion that the differences should 
only be such as are justiciable. Now “ justiciable ” is a 
word which has unfortunately fixed itself in the vocabulary 
of international law and its record there is one of almost 
unrelieved confusion. It means, like Humpty Durapty’s 
words, “just what we choose it to mean, neither more nor 
less.” It certainly implies that disputes are of two distinct 
kinds, those which arc intrinsically susceptible of settle- 
ment by the application of law and those which arc not, 
but it leaves undefined the quality which would assign a 
particular dispute to one class or the other. The casual 
reader of the Conference Report would naturally assume 
that “ justiciable ” is a word with a scientifically ascer- 
tainable meaning, that the quality which makes a dispute 
susceptible of legal settlement is something objective in the 

• Imftrisl Vmity md d>t Dmiinimi, p. 163, 
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iil4ccM&i9 Mf dtt^ute hf the applical»» of 1^ ptbdfles. 
Hridwr tOf inheirat incapadty of the proieeMi m 

mt\ aor dhe imnutarit 7 of a particnkr l^id syitemsndtat 
the attenu^xmal ^tem« creates anf fomid obstecte, and 
that for a very simple reason. The reascm is that in any 
legal fsoom the complainant party, if he is to succeed* 
most be able to formulate his complaint in the form of a 
"canseofactkm/’andif he cannot ^our a cause of action 
which u well founded in law, the decision of the law 
will be against him ; stmper pratsumitur pro negantt. 

Every dispute therefore is “ justiciable ” in the sense that 
it can be settled on the basis of law, but of course it is not 
the case that a legal settlement is always the best form of 
settlement or the most likely to be durable. Within the 
organisation of a State we compel the individual to accept a 
legal settlement of his grievance unless and until the law is 
changed, but the position as between nations is less simple. 
“ II tst ridicult'^ said Montesquieu, “ de prdtendrr didder 
des droits des royaumes par Us mimes maximes spr UsqtuUes 
on dicide entre particuliers dun droit pour une gouttihe.** 
Law is not a panacea, and its vitality depends on its general 
acceptability to those whose relations it controls, and that 
again on its capacity of adaptation to chai^ng circum- 
stances. The difficulty of changing the existing legal 
status quo ia i serious limitation on the usefulness of law 
as a regulating force in the international field, but in this 
respect the Commonwealth has great advantages. For it 
has the advantage of a constitution which, as recent events 
have amply shown, is extremely flexible, and the further 
advantage that the most embittering causes of international 
disputes, frontier questions, minority questions, and the 
like, either do not exist in it at all or where they do are far 
less acute. 

The answer to the problem of defining the disputes which 
should be submitted to an inter-imperial tribunal really 
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it f eadt vgaa tiie tmwa to «|ie qvesiixi 
iMMiOM tt to be volonuij or ttnapnisocjr. If it it to bo 
Tobmtury, there » no ne^ to tpe^ the dufmtet ivh^ 
maf be •abtoitted ; the parties will oertainl/ not agree to 
submit a dkpnte onkaa both are prepared to acc^ a 
•cttlemcnt of it on the basis of their legal rights, and in 
determimng these the tribunal, being a court of law, would, 
for the reasons just given, find no difficulty at all other than 
those which a court must always be prepared to overcome 
in a complicated legal controversy. It would be sufficient 
that the agreement establishing the Court should declare, 
in the terms used in Article 36 of the Sutute of the 
Permanent Court, that “ the jurisdiction of the Court 
comprises all esses which the parties refer to it.” 

But if the members of the Commonwealth feel too little 
confidence in one another to accept as compulsory the 
jurisdiction of the tribunal, it is doubtful whether, except 
perhaps as a provisional measure, it would be worth while 


to esublish the Court at all. The strongest, perhaps the 
only, argument for a voluntary system is the risk that in 
certain disputes a declaration of legal rights may be an 
unsatisfactory settlement, and that if it is so it may be 
impossible to effect a change in the law. The risk is 
incomprably greater in the international field, and yet in 
that field all the members of the Commonwealth have 
deaded to disregard it. 'fhe only reason given for the 
woramendation of the voluntary system by the Imperial 
inference is “the absence of general consent to an 
o^gatory system,” but is “ general consent ” indispens- ' 
«ble f Dom not the system of the Permanent Court, 
where the jurisdiction is in principle volunUry but can be 
made compulsory for those who arc willing to go so far bv 
“optional” clause, suggest a^y out of 
tte difeultyf The pace of development ought not 
Khc r^bted for aU the nembeiof the 

» pelted to o»«, aod there woold be nothitig ineidioo. 
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Vi(-m'Mmi^^:wi0b>ntkyim-iA» obSsMinaB widMtaii 
iwiieMli tidb Cteit 11^ would be ftoe to deteoniiie 
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The Optional danse oi tibe Pennaiwiit Onurt, 

wydi igones die psendo-sdeiuMc dassification of disputes 
m Isstidable or non-justiciable, offers a model wMcb mig^t 
ea^ be adapted to the jurisdiction of a Commonwealth 
rnbunaL Bj this the members of the League declare that 

they recognise u compnlsoiy ipsa faett and without special agreement 
in rdation to anj othv Member or State acceptiog the same oUiga* 
tioB, the jarisdfi^n of the G>urt in aD or aoj of the classes of 
dispatea oonceming : — 

(a) the interpKUtion of a treaty ; 

(i) any question of international law ; 

(r) the existence of any fact which, if esublished, would 
constitute a breach of an international obligation ; 

(d) the nature or extent of the reparation to be made for 
the breach of an international obligation. 

This clause has been microscopically examined time and 
again since it took effect in 1921, and certain minor altera- 
tions in the drafting might well be introduced in adapting 
the terminology to an imperial tribunal. Here it is sufficient 
to suggest in general terms that the jurisdiction of that 
tribunal should be declared to cover, for those members 
who are prepared to accept it as compulsory, disputes 
between the governments of the Commonwealth concerning 
the interpretation of their mutual agreements, concerning 
any question of law, concerning the existence of disputed 
facts, and concerning the luture and extent of any repara- 
tion dne for the breach of their obligations inttr se. 

No difficulty need be anticipated in regard to the legal 
principles which a Commonwealth tribunal would apply. 
If the experience of the Pennanent Court is any guide— 
and in this respect it is probably a safe one — ^by far the most 
(X>mmQn class of differences wi^ which it would have to deal 
would relate to the interpretation of written instruments, 
and <m this the practice of the various judicatures existing 
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ia Ida fVimiwnin . i iea M i it alreaify ftirfy anifontt and VWwW 
tflord an adeqnate guide. In other cases the Coi^ y®®® 
natnraOy apply the law and costom <rf the constitntkm lii 
the OmunoDwealth, and where, as is often die case, dw 
relatioBS between its members are quasi-intematioad, it 
wonld apply international law, the interpretation of nhidi 
in the dif^rent parts of the Commonwcdth is again fortif 
nately uniform. The practice of the Court in itself would 
gradually create precedents which it would tend to follow 
in similar cases, but it would probably be desirable that it 
should follow the practice of the Judicial Committee, the 
Supreme Court of the United States, and the Permanent 
Court, in which precedents are not treated as absolutely 
binding, rather than that of the House of Lords, in which 
they are so treated. In a court from which there is no 
appeal there are obvious objections to the latter practice, 
but the point is, after all, one of detail. What is important 
is that it should be realised that while the Court would 
necesMrily and rightly exercise a formative mfluence on the 
development of the Commonwealth constitution, it would 
not be tempted by any dearth or uncertainty of the legal 
principles available for application to arrogate to itself a 
quasi-legislative or political authority. Such a result is 
not only highly improbable in itself but also, if it did occur, 
it would not be difficult to correct. The Commonwealth, 
it is true, has no formal le^slative organ for effecting 
^nges in the law regarding the relations of its members 
inur St ; if it had, such changes might perhaps be more 
difficult of introduction than in fact they are. The fear 
of a permanently subilised constitution need not for a 
moment deter the members of the Commtmwealth from 
establishing a tribunal, if on other grounds they believe 
such a policy to be wise. 
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" fig *d^ itft ftr improving fnsent conditUMs, rts»ri)^ 
gmpkfjrmaa^ girding fgrmsiuiU rtli^ te the pgopU, md 
hrn^^ the luOimi hack to its former proud position ofdonustie 
bopfimess mud of finMuial^ industrial, agricultural, and mim- 
m»eial leadership in the imrld lies in a drastk ebeengt in 
etomnue and governmental policies” 

T he quotation is from the prospectus of the New 
Deal, the platform of the Democratic party adopted in 
Chicago in June, 1932.* The most hardened cynic cannot 
say that the new Democratic President is hedging on this 
solemn affirmation of his party. We are getting “a 
drastic change in economic and goveriunental policies.” 
For the time being at least deflation is at an end. Nearly 
all commodity prices in terms of dollars are higher than a 
year ago. Wheat, corn and oats have more than doubled* 
Nearly all the indices of business activity are higher than a 
year ago. The steel industry is operating at approxi- 
mately 50 per cent, capacity as against a low of 15 per cent. 
Carloadings and electric power production each week 
exceed the corresponding figures for 1932. Stock prices 
have more than doubled. Bond prices have increased 
in some cases five-fold and ten-fold. The downward 
spiral has been interrupted. The circle of fate is no longer 
whirling viciously. On the contrary its revolutions seem 
to be beneficent. 

What caused the change f How long is to be this 
respite from disaster ? Have we really entered on the 
long ascent to prosperity i 

The classic theory used to be that a depression was an 
economic disease of what the doctors call a “ self-limiting ” 
character. That is, it had a certain fixed course or run.” 
People lost ” money ” and jobs. Corporations went into 
* See Ths Round Tabls, No. 88, September r932, pp. 800, 8or. 
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tlic Honejrnioo^ of Ac New Deil 
msdmOip m toabiipoy. Roittiy <^aflj!ed 
B«C tile petkoc inveriebfy r e co r e re d and tiie recOfttf 
WM adiieved by normal reenperatwe proceasea. The 
iaevitaUe neceanty for replacements and immieak, the 
imaiadble temptatioo of low prices to potential bnyer^ 
the operations of the law of supply and demandf 

bfought in the end rerival and the return of confidence. 

A student of psychiatry has traced in detail and very 
instructively the analogy between the so-called bu^ess 
cycle and course of maniac depressive insanity. TTie 
coin|Hirison may not be flattering to our industrial system, 
and the analog may not be complete. But the main 
pednt for the observer of our present spectacle is that, in 
economics as in nature, there is observed a law of action 
and reaction, of expansion and contraction, of ebb and 
flow, each movement automatically generating in course of 
time a corresponding reverse movement. Under this 
view of economic disturbances, business and industrial 
atructures roost be founded as solidly as possible to resist 
the buffets of economic storms, but the orthodox economists 
knew no incanutions for changing the direction of economic 
gales or abating their fury. The wind remained in the 
storm quarter until it was ready to change. There was 
not much good in playing King Canute to a depression. 

Observers of the present depression in America believed 
at first almost unanimously that the ebb tide must ulti- 
mately of its own accord turn to flood. They said that 
“ liquidation must run its course,” that stocks would reach 
” a firm base from which a sustained advance could begin,” 
that the “business upturn was soon due.” But as the years 
wore on faith wavered. Still Mr, Hoover and the Republican 
Administration were slow to lose confidence in natural 
processes. It was not until England quit the gold standard 
that Mr. Hoover got the National Credit Corporation under 
way. Then early in 1932 came the Reconstruction Finance 
Cwprmtion with the avowed plan of stopping liquidation 
and tiding over banks, railways and insurance companies 



of clie Ncir 

^ liq^ jdsies^ Glm-Stei^all BUI, enliis^ tdbe 
^3)0Bail^6x6aoB of paper eligible fos rediacoaat, and 
ijfocom policy wlu<^ led to open madEct pardbues of a 
billion dcdlars’ worth of goiremment bonds 1 ^ the Federal 
Reserve Banks in the spring and summer of 19)2, were also 
fmnlcljr inflationat7. 

It may be that the vigorous response of the markets in 
July, 1932, to the adjournment of Congress, the American 
adherence to the gold standard, and the results at Lausanne, 
vindicated the classic theory of spontaneous recovery from 
deflation in the lutural operation of economic laws, notably 
our old friends Supply and Demand. This is not easy to 
say. By September, 1932, it became apparent from the 
election of a Democratic Governor in the solidly Republican 
State of Maine, and from other highly indicative straws, 
that public patience was exhausted. The long misery 
of deflation had been too much. The prospect of a 
change, of a New Deal, was too tempting. The defeat 
of Herbert Hoover in November ended the hope for the 
success of his policies. For four months we drifted without 
leadership. Financial improvement in the first weeks of 
1933 proved shortlived. And inauguration day (March 4) 
found us with every bank in the country closed. Deflation 
had gone a long way, and with the subsequent impounding 
of something like 10 per cent, of all our bank deposits in 
banks which remained closed, it was apparent that it had 
to go further. 

Thus the new Administration began at the bottom. 
Under such circumstances it was not remarkable that the 
temper of the new Congress was desperate. Congressmen 
of both branches were willing to end deflation at almost 
any price. Millions believed that no change could impair 
th^ fortxines. 

So the impetus to inflation was sharpened. In April 
came the Thomas farm inflatbn Bill and the departure 
from the gold standard. From then on the outlines of 
the New Deal began to emerge. The President surrormded 




Tlie HoBief BKK^ of the New Ddl 
with a gn»p <d jooag dam ^ Cobitt^ md 
ehcwhatCf and Ae prta* aodai n i c d hit ** Brain Tm^* 
Congreat, with amaiiiig and onwonted tractabihty, paased 
nijthing the President wanted and cried for more. There 
emerged at least two pieces of legi^tion of a character 
truly revolutionary — the new Banking BiH (also called 
the Glaas-SteagaU^) and the National Industrial Recovery 
Act which as Nln is likely to become as famous as her elder 
sisters, the Rnglish Dora and the Soviet’s Nep. 

Then we went in for a stabilized dollar, for a higher 
price structure, for a colossal program of public works, for 
the double budget. And so to the London Conference. 


n. Schools or Economic Thought 

T his is not the place to descant at length upon the 
lines drawn between the orthodox and the Keynesian 
economists, between the gold school and the managed 
currency school, between the deflationary advocates of 
budget balancing with public economy and the inflationary 
advocates of public works erected on government borrow- 
ings. Suffice it to say that the President has gone Keyne^ 
ian. Pohdes may change before this article sees print. 
Time moves fast. Tlie President is a nimble politician 
and any day wc may sec a new brain trust of other con- 
victions and policies. But just now we appear to have 
forsaken gold and taken up with a managed currency. 
And wc arc to spend three billion three hundred million 
dollars on public works. 

As far as budget balancing goes wc have a “ regular ” 
budget, which by rigid economies is brought to balance, and 
an extraordinary, emergency or capital expenditure budget 
which doesn't pretend to balance but simply inflates 
federal credit, which is of course akin to inflating federal 
currency. Is this sound i The Administration says yes, 
and instances the analogy of the operating and capital 



,jm'-lSt' ■ |ybfi£ m^tf. Otthodotr eeoiMtaaisti and 

^uSt &cl{de8 aaj so. A badget either balances or it 
ilbmaht «£d the President's doesn't. Hie^ point to the 
^ w wrd iQr of sacking thonsands of tried and useful federal 
«aa|da7ees v^e the GoTemment drafts raw and unskilled 
reendts for a Ovilian Conservation Corps, to perform 
expensive works of doubtful advantage. There is probably 
no one in the country who has not remarked instances 
of drastic governmental economies existing side by side 
wfeh apparmrtly unjustified governmental extravagance* 
It has been caustic^y observed that if the two budget 
systems do not produce satisfactory results, “ the advanced 
economists who shape our lutional finances may favor us 
with a three budget system of keeping the nation's books.” 
In the year ending June 30, 1933, the national debt increased 
by a little more than three billion. It will certainly 
increase further in the next fiscal year. 

What about a managed currency ? Mr, Walter Lippmann, 
the gifted writer in the New Tork Herald-Tribune^ who 
appears latterly to have entered his appearance for the 
New Deal, points out that gold currencies are none the 
less managed currencies despite their metallic base. The 
management consists in adjustments of the rediscount 
rates in various nations, in movements of gold from nation 
to nation, and ear markings for foreign account. But people 
like Mr. Anderson, the economist of the Chase Bank, 
whose writings are widely read and persuasive, still say 
that they have no confidence in the possibility of a managed 
paper currency divorced from gold. Probably most of the 
economists are with him. But on the whole, in economics 
as in religion and the arts, the dissenters attract more 
attention than the conformists. And the ordinary man in 
the street — without a job — ^learns about as much from 
these economic controversies as he does from reading the 
theories of eminent scientists about the origin of the uni- 
verse. There are too many nebular hypotheses in the 
science of economics. To the layman they are very pro- 
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TVoelf 

We h e«r « greet deal about etatnfiang the dolkr. 
doe* th» meea I (Mjvkmely it may mean etabikdng it in 
terme of gdd or b terma of other gdd cnircndee Itte the 
French franc. But, aay the adTOcates erf a managed 
cnrrency, it is no less lo^cal to say that a stabilized dollar 
is a dollar suble in terms of porchasmg power and debt 
paying capacity. What the average American wants 
to loum is what lua bread is going to cost lum and how many 
bushels of wheat he will have to sell to raise the mortgage 
on the old farm. He is not interested m bnymg francs ot 
sovereigns. Merely to state these clashes of (pinion dis- 
closes considerable superficiality in popular thbkbg, but 
no picture of contemporary America can be just which does 
not show us rushing about in a bewildered way, bemg told 
by one group of eminent gentlemen that a certam course 
leads to perdition, while another group of gentlemen equally 
eminent assures us that by the same course and no other 
shall we attab salvation. 

What docs the President btend to do about the currency 1 
The farm bflation Bill authorizes the purchase by the 
Federal Reserve Banks of three billion dollars’ worth of 
government securities. It authorizes the President to 
issue a like amount of new paper currency with certain 
sinking fund provisions, and it authorizes him to cut the 
gold content of the dollar to 50 per cent, of its present 
weight and fineness.* 

Actually, at the time of writing, the only power that has 
been exercised is the least drastic one of open market 
purchases of government bonds by the Reserve Banks. 
This move may be unwise or ineffective or both, but the 
consequences can hardly be as disastrous as the issue of 
fiat money or the devaluation of the dollar. Actually, 
currency b circulation has dedined. Money has come 
back from hoarding. There has been no fiat money. 

• See Thi Round Tabu, No. 91, June 1933, p. jo6. 
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lMfV«dM%r «Mn|^ Hie ktm from I^adon moie Amt 
dhe diiwuirrir pofick* of the Neir Deal It is ooiuMcrated 
1K» itiriBg prim sad gettsog Biea to woric. Prices ste to 
be bfoo^ to some sokal^ herd not precisdljr c^ned, 
as4 hapt Acre. Fresideat Roosevelt's message to the 
l 4 Hidi»i Cotrierence probabty snrprised his countrymen as 
mochas it surprised the delegates. It will bear repeating: — 

Tbe KMuid mtenul ecoaomic qrttem of a natim it a greater Uctna 
in its wdl being than the price of its currency in changing terms 
of the cmrendes of other nations. . . . Old fetish of so-called inter- 
national bankers are being replaced by eCfbrta to plan national 
correticies with the objective of giving to those currencies a rsn- 
rirari^ fwehojing ftutr which its n$t peatly vssry in Urms tf tht 
etmmtditus Mti needs ef medern ewilizatien. Let me be frank in 
saying that the United States seeks the hind of si itlhr tebieb ss 
generation hence utiU have tbe same fnrehsuing power and debt faying 
power as tbe dollar value we hope to attain in the near future.* 

If this means what it appears to mean, it goes to say that 
we are not going back to the fixed gold standard, at least 
while Mr. Roosevelt has anything to say about it. Of 
course, prices never have stayed within a Axed range for a 
generation. Under the fixed gold standard, prices of other 
commodities in terms of gold constantly and necessarily 
fluctuate. The hardship imposed upon the salaried and 
rentier class by rising prices is a commonplace of com- 
mentators on the operation of the gold standard. On the 
other hand, falling prices are disastrous to the merchant 
and to labor. If these genuine and sometimes calamitous 
hardships can be removed from our economic system, there 
is a chance of ameliorating enormously the ordinary lot of 
man. Mr. Roosevelt is apparently ready to try the 
experiment. Just how he proposes to manage currency 
has not been announced, but it is known that his advisers 
are advocating " management ” through a dollar of varying 
gedd content depending on the fluctuation of prices. If 
commodity prices start to slip, debase the gold content of 

* The itahe* arc the writer’*. 
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The Honeymoon tf dic New 

thftddlar; tftli^ieOTtoberiBiigl»or»i»d^,*eM«id* 

dollar more heavAj with gdd. MakeftmrgoW ini*tttre*l 
a iM^mesa to suit the occaaion. Then prices wifl bfe 
•tainfized and men can look with confidence to the {ntmre. 

Obviously the experiment is of far-reaching importaii^ 
It may be comparable in range and import to the commnniat 
e:[^riroent in Russia. But will it work ? Or will it mid, 
as so many predict, in a loss of confidence in the managers 
of our currency and in the currency itself ? Mother 
Earth may be capricious and even niggardly in yielding up 
her supply of metals, but at least she is honest and plays 
no favorites. If the new managed currency is not 
managed any better than credit was managed in 1927, 
1928 and 1929, public confidence will fall as low as it has 
fallen at any time during the depression. And the com- 
petitive devaluation of national currencies may become a 
sport at the Olympic games. 

This is not the place to comn)ent on the international 
repercussions of the President’s currency policy as notified 
to the London Conference. 'Phe antipathy of the gold- 
standard nations is readily enough intelligible. Americans 
are not so much disturbed about the popularity or un- 
popularity of their policies abroad. Our natural distrust 
uf all international gatherings, which was so influential in 
preventing American adherence to the League of Nations, 
has, if anything, become more acute since 1919. There was 
little popular interest here in the London Conference. 
'n»e allusions to it in the press were often somewhat dis- 
respectful. ITiat is partly perhaps due to insularity, but 
more to our ignorance and despair. What the true- 
blooded American wants is prosperity. He does not know 
how to get it, or whom to follow or to trust. If President 
Roosevelt can produce it by manipulating national currency 
or credit, all right. If not, all wrong. Prove his policy 
ineffective, and the honeymoon of the New Deal will end 
in bickering and acerbity, 'possibly in divorce by 1936. 
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lU, A PiAimiD Ecomomt 

JC^OM time to time in the aSain of men there ajf^>eir 
JT phzaaes which exercise an almost magic power over the 
human mind. Thus in the eighteenth century we had the 
“ laiw of Nature ” and the “ Inalieiuble Rights of Man.** 
In the Wilsonian era, many of us can remember how solemnly 
the ancient hills and immemorial valleys of Europe rever^ 
berated to the “ Right of Self-Determination.” 

To-day we have a new phrase that may become no less 
potent. We must have a “ Planned Economy.” We have 
discovered that our capacity for producing shoes or struc- 
tural steel or newsprint or almost anything else one can 
think of is far and away ahead of our capacity to wear shoes 
or to put structural steel into buildings or to get the news- 
print into papers, or any of the other things into the normal 
channels of consumption. Industrial freedom, latssfz faire, 
predatory capitalism — call it what you will — ^has produced 
a plethora of everything, a crazy surplus with no thought of 
the consumer. Competition, which in 1890, when we passed 
the Sherman Anti-Trust law, seemed to be our salvation 
from corporate wickedness, has turned out to be wasteful 
and costly. The little fellow who would not be regimented 
or bullied is no longer sacred. The days of the piratical 
price cutter are to be numbered. The “ larger combinations 
must in any society prevail.” This is what Mr. Rexford 
Tugwell, the Assistant Secretary of Agriculture, says, 
and he is in the Brain Trust and reputedly very influential. 
So the Government must be a senior partner in every 
business. It must plan. It must blueprint. It must allay 
the excesses of our ancient freedom. 

If we had a ” subUized dollar ” and a ” planned economy*’ 
we should have no depressions. Our pr^uction would be 
constantly geared to our consumption. Our consumer 
would bWwhat he could afiord,and whether and to what 
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exteat he could prndentlf g6 iftddbt for theMheoffe^iag 
it. Credit yrovAi be mteUi^t end a controlled 
pobejr wonld entmaonslf increaae conanmptive capacity, 
whkh, of conrae, would jnatifj more production. TW we 
ahoold raiac the living sundards of the nation, and ere^ 
a aodetjr more orderly, more disciplined, more somlized, 
immune from exploiution and the greed of profit seekers. 
It ia a tempting picture, even if not altogether a new one. 
A world motivated more by love and leu by greed is worth 
working for. 

And yet a planned economy will not bear examination 
much more closely than the right of self-determination 
or the rights of man or the law of nature. In the first place, 
economic planning must in many commodities and manu- 
factured products be not on a national, but on a world 
scale, unless, of course, we are going in for self-containment, 
which no one imagines can ever be anything more than 
relative self-containment. In the second place, economic 
planning as generally portrayed would imply a board of 
superplanners with a capacity for foresight and appraisal 
Iwyond all human experience. Could we rely on the Pre- 
sident to discover these men and appoint them, or would 
our electorate choose them at the polls along with sheriffs, 
county commissioners, and registers of probate ? Once 
chwen, would the planners be above all temptation as 
well as above error i Or would they do more logroUing 
than planning ? * ® 


A* i matter of fact is not the economic world moSt 
healthy when u is operating least self-consciously f If 
\ next 
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t&MMsd sal^ in the most fallible vny. llie Interstate 
C e rom e re e Commission has not been much more sncmtsfn] 
bi phaning oar railroad solutions than the mSlioMiB. 
If ^ unbridled energies of oar great indnstrialists are to 
Mame for our present plight, as in part thejr doubtless are, 
it must cmainly be said that nothing was more influmitiai 
in creating the present situation than the shocking malad- 
ministration of credit, udiich is planned by our Federal 
Reserve Banb and in subordination to them by our bankers, 
vrfm in 1929 and previous years were supposed to be 
experienced and able. Just now they are less esteemed. 

But Mr. Lippmann says that modern industrial 
economy does not ‘ co-ordinate * itself by the action of supply 
and demand. At a thousand vital points the system has 
become rigid through contracts, gentlemen’s agreements, 
virtual monopolies, trade union rules and other devices 
for interfering with the law of supply and demand. Had 
that not been the case, the ‘ markets ’ might have co- 
ordinated as rapidly and successfully to a new and lower 
price level, and we should have made our recovery by com- 
pleting the deflation.” 

So Mr. Lippmann concludes we shall have planning, 
but not centralized planning, in Washington. Presumably 
it must be industrial planning, each industry to itself as 
ordained by Nira. We shall see. Planned Economy, 
like self-determination, addresses itself to genuine diffi- 
culties and real injustices. But as a principle of national 
organization its application is doubtful. 

IV. Nira 

N OW as to Nira, the National Industrial Recovery 
Act signed by the President on June 16, 1933, effective 
for two years unless sooner repealed or terminated by 
presidential proclamation. It begins with the recital 
of an emergency and a long declaration of legislative pur- 
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poMi, wtidi mdndM the puipose ** to reduce aai nifym 
uOiemfSoymeBtt to improve standards of labor, ami oiIhw*)! 
insetor^bilittte indostiy and conserve natural resoQCcet.*! 
The President is authorized to “ establish sudt ageodes, 
to accept and utilize such voluntary and uncompensated 
services, to appoint, without regard to the {u-ovidons of 
the dvd service laws, such officers and employees, and to 
utilise such federal officers and employees, and, with the 
consent of the State, such State and local officers and 
employees, as he may find necessary, to prescribe their 
authorities, duties, responsibilities and tenure, and without 
regard to the Classification Act of 1923, as amended, to 
fix the compensation of any officers and employees so 
sppointed.” 

It would be lurd to find broader powers conferred upon 
an executive in time of peace unless it were in the farm 
wflation Bill. 

On application to the President by one or more trade 
or industrial associations or groups, the President may 
approve a code or codes of fair competition for such industry 
or group, if he finds that such associations or groups impose 
no inequitable restrictions on admission to membership 
and arc truly representative, that such code or codes are 
not designed to promote monopolies, or to eliminate or 
oppress small enterprises. “ The President may, as a con- 
dition of his approval of any such code, impose such 
conditions (including requirements for the making of 
reports and the keeping of accounts) for the protection of 
consumers, competitors, employees and others, and in 
furtherance of the public interest, and may provide such 
exceptions to and exemptions from the provisions of such 
code as the President in his discretion deems necessary to 
effectuate the policy herein declared.” 

How far have we not traveUed in the twelve years which 
haw elaps^ since we sent a man to the White House on a 
•logan of ‘ More Business in Government and less Govern- 
ment in Business ” > 
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Ite mm me/itam mt m tmtlMM 
hf-t^-Wmr «# Me (Mgcaixetkn, mf mmm ittamSba» 
1mmidffs6m hf TuiS Commkuon, if he finde lirift 
mMi» ere bdog imported into the United Btttee *in 
mdbituitiel qnanttdea or increesing ratio to domesiie 
pnodncdon of enp competitive artide . . . end on such terms 
or nndmr sudi conditions as to render ineffective orseriousl^ 
to endanger the maintenance of any code or agreement 
midm this title ... In order to enforce any limttatione 
imposed on the total quantity of imports, in any specified 
period or periods, of any article or articles under t^ sub- 
section, the President may forbid the importation of such 
article or articles unless the importer shall hare first 
obtained from the Secretary of the Treasury a licence 
pursuant to such regulations as the President may pro* 
scribe . . . The decision of the President as to facts shall 
be conclusive.” 

The Act is very long. It contains provisions for oil 
regulation, a public works program, highway improvement 
and addition^ taxation. All contracts let for highway 
construction under the Act shall contain provisions insuring 
that no individual employed on any highway project 
otherwise than as an executive shall be permitted to work 
more than thirty hours in any one week. A more extended 
consideration of the terms of the Act is impracticable, 
but it is certainly as striking a piece of legislation as ever 
emerged from an American legislature. The newspapers 
are now full of codes passed by trade or industrial organiza- 
tions. Mostly they provide for shorter working hours and a 
minimum wage. Wages are being raised in nearly all indus- 
tries to increase purchasing power. Even the Glovemment 
confesses to some anxiety whether increased business 
activity will support the new wage scales. 

The long path from status to contract, so familiar to 
readers of Sir Henry Maine, seems to have reached its 
turning, and we are now on our way from contract back to 
status. Students of the mediaeval system of industrial 
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The Hoo^moo& W tlie N«r Deal 

oifrabattioii bf Malted iiMipopofiea Aadt tttdc oodcf Me 

ttnidt bf ^ rercMkm to iiiedi*«l 

Some pe<q>le ere e»co quite distreased about it, But 
PkofcMor Togwdl ia ddig^tfnlty bUnd. *‘The <dd baq^ee 
of bureiDcnicj and red tape frighten no one xay maro,** 
he rfi** iis„ “BoaineM men know that goTenuneot ta 
quite aa well administered aa their own concema.** ** Hiere 
ia no chmee,*' aays Dcmald Richberg, general coonael of the 
Natkmal Recovery Adminiatration, “ between intelli- 
gently planned and controUed indnatrial operationa and 
a retnm to the gold-plated anarchy that masqueraded aa 
‘ ragged individnaliam.’ ” Under the circumatanca A 1 
Smith’s remark seems rather dissonant. He says, ** this 
plan goes beyond anything my imagination can follow . . . 

I can’t understand how it can possibly work.” But Mr. 
Smith is not in the Brain Trust. The deficiencies of his 
formal education have often been remarked. 

• • • • 

The New Deal is a revolution, and a curious revolution, 
accomplished without bloodshed in a nation almost too 
dazed to comprehend. The insubstantial pageant of our 
pre-depression world has faded. But is it not a little odd 
that as the old liberty is snatched away from our mis- 
behaving industrial organizations, we are making very little 
fuss about liquidating that great experiment in unfreedom, 
so noble in motive, so disappointing in accomplishment 
— the eighteenth amendment to the federal constitution ? 
It is just barely possible that the New Deal is not the last 
word, and that even in industry some one may yet raise' 
the battle cry of freedom against that sweet phrase, a 
Planned Economy. History might make us some interesting 
suggMtions on this score. But history is bunk. There is 
nothing left now but economics. 

The United States of America. 

July H, 1933. 
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1 W(mj> OONPEftSNOB 

on A])ril s6 Mr. MacDonald and Tkosidaitt 
W Rooaerelt agreed upon Jane la aa tbe date for 
t onftn a ag the Mtmetaiy uui Economic Confoenc^ thi^ 
isaaed a ewmmmqtU from Washington, la it die^ 
declared that ** the necesaitjr frur an increase in the general 
lewd of conunodh^ prices was recognised as primaij and 
frmdaineataL** lliey suggested also that ** action in both 
die eomomic and monetarjr fidd** was necessary fnr 
attaining their objective This declaration gave some 
authority to the view prevailing in primary producing 
countries that the raising of prices was the real task of the 
Cemference. That view was confirmed by the speeches 
at the opening plenary sessions, when many delegates 
emphasis^ the disastrous effects of the fall in prices upon 
both national and world economics. Thie Conference, 
especially the representatives of the overseas countries, 
accordingly wdcomed Mr. Neville Chamberlain’s early 
declaration that first it was essential to bring about a 
recovery in the world level of wholesale commodity pricM 
sufficient to yidd an economic return to producers of 
primary commodities and to restore equilibrium between 
costs and prices of production generally.” 

The facts of the fall in world prices are so well known 
as to require no further mention here. The consequences 
of the fall are perhaps not as fully realised as th^ might 
be. At first the fall was concentrated upon the foodstnfh 
and raw materials of international commerce. Conteffl' 
poraneously there was a decline of international invest- 
ment in countries exporting these commodities. This 
set in motion forces wUch unbalanced budgets, dislocated 
the balances of payments, and threw into disorder the 
internal economy of the raw material and food ezpcHting 
countries. Soon the repercussions on industrial countries 
were set^ere, and the same symptoms (ff economic dis- 
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Aa AuftniliMi Vfcjw of the World Cotfoisiicc 
wme ■pp o ie a t It tfaew cmuittfaii. De&tiiMi 
WM In loD avriii^ tad wk cooiiti7*^-liidn»triil or prini^ 
prochKiflg---cook iriut meMores it conli to saf^nard its 
imdfBt and it* balance of pafinenta. Bnt these meeshiea 
erne Lurg^ deflatkmaiy-^ieaTy cnta in govemmoit 
eg^penditiiie, rednctiona in wages, higher tariffs, quotas and 
acnte exchange restrictkms. They were also competitive 
b dtarscter and had little chance of overtaldng die fall in 
prices. In the mass they reduced spending power in die 
world, cnt deeplf into the volnme ^ international trade, 
and, in niMj countries, brought the credit structure to 
the verge of collapse. Ectmomic nadonalism, so stitmglp 
entrenched after the war, passed swifdf into what has been 
fi^df sty’led ** economic barbarism." 

The nstions were indeed engaged in an economic war 
vrhich might if unchecked destrof the fabric of international 
finance and commerce, force down standards of living, and 
leave each nation with an appalling unemployment problem. 
To draw again from Mr. C^mberlain’s important opening 
speech : " A reduction in costa would produce further 
deflationary effects on prices, and costs and prices would 
hdlow one another downwards without ever reaching 
equilibrium." 


11. The Monetary Cleavage 

N O one who had watched closely the trend of economic 
policy since the war could fail to detect many weak- 
nesses in the international economic structure. But the 
overvriielming weakness when the Conference met was the 
low level of commodity prices. Action to reduce tariffs, 
mo(% quotM, remove exchange restrictions and climmate 
special subsidies to uneconomic production could not be 
taken Mtil prices rose, or other means of relieving debtor 
countries were devised. In the absence of a rise in com- 
modi^ prices the only means available for giving the relief 
were a reaumpthm of international lending and a 
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4iNM'W'^8aM«^4ilitft. lleie iM»'w--^''befain^'lii«r 
■< 2M t»a i B t iw^ first form of tdie^ «itd n» sadMunum 
lavtiKOwaadL It mj^bedoabtedsdrellkerstraagd^^ 
c o w triw ' ivoekl wekome either form of teHef aa a 8ofaitk» 
ol tfihb difficnltieB. Th^ preferred a rise in pffcea a» 
^tdcheR ami moat aatiafoctory ynj out. Since the faUIn 
jnaeea waa the proadmate cause of existing difficaltiea> a 
renewal of the pike movement would offer the speediest 
means of recovoy. This at least was the point of view 
of all the British Dominions, of the Scandinavian countries, 
of the United States, of the Far East, and of most of the 
American republics. A wridng down of international 
debts would strike a damaging blow at confidence without 
giving sufficient relief to the internal economy of the 
debtor nations. An increase in lending without a rise in 
prices, if it were practicable, would only make the debt 
structure more top-heavy. Attention was accordingly 
fastened upon the steps necessary to raise prices. 

The method of attack on this problem was enunciated in 
the discussions at the opening plenary sessions. Three 
types of action were suggested by delegates— cheap money 
resulting from central bank policy, increased expenditure 
on public works, and the regulation of supply to “ the real 
possibilities of consumption,” as the French Prime Minister 
put it. But France and the gold countries in general 
showed no enthusiasm for central bank policy. They 
preferred, again in the words of the French Prime Minister, 
“ to put an end to the currency war and restore to trade 
the essential guarantee of monetary d'ecurity.” Though 
the Gmference proceeded to appoint two main com- 
missions — monetary and economic — and these commis- 
sions proceeded in turn to allot work to sub-commissions, 
the problem of ** monetary security ” soon became the 
centre of interest. 

On the eve of the Conference discussions on currency 
stabilisation were in progress in London among central 
bankers, including representatives of the Bank of England, 
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An Au«tnliMi Vfew of die Worfd Cmfiawlce 

the BatA irf Fiaoc* and lito Federal Resme Board <ii.^ 

Uateed Statea. The mere snggeadoD tlut the dcdto 

be aubOued caiiaed a reaction in the commodity and 
•ecority marisea of the United Sutet. President Rooae- 
vdU then announced that he had no plans for stabihaatk^ 
This announcement not only rendered the bankers’ dia- 
cnmioa ineffective. It anapended serions monetary dia* 
cnsaiona at the Conference wbile the representatives of the 
gold bloc, the United Kingdom and the United States, 
canvassed the possibilities of securing an agreement on ^ 
stabilisation of currencies.* 

It is not possible in this article to deal in detail with these 
discussions. Though conducted “ outside ” the Con- 
ference, they had a devastating effect on the work of the 
Conference. Suffice it to say that a declaration agreed to 
by the gold bloc and the United Kingdom affirming the 
desirability of attaining “ stability in the international 
moneury field ” as qui^ly as possible, and favouring the 
ultimate re-esublishment of the international gold stan- 
dard, but leaving countries off gold to choose the time and 
parity at which they could return, was bluntly rejected by 
President Roosevelt. From that moment the gold bloc 
sought to prevent further discussions on monetary prob- 
lems in the Conference. The British Empire delegations, 
and those of most other countries outside Europe, together 
with Austria and the Scandinavian countries, were anxious 
to proceed with all the problems on the Conference agenda. 
They were defeated. The only monetary matters that 
were seriously considered after the “ stabilisation crisis ” 
were silver and indebtedness. Even the main work of the 
Second Monetary Sub-Commission (the re-establishment 
of an international monetary standard) was virtually sus- 
pended. The discussions on silver were confined to means 
for raising the price of silver, while those on indebtedness 
ended with a resolution that emphasised the duty of 
debtors to meet their obligations as far as practicable. 

• Fof 1 dcKnptioik of the retpectWe aititudei of the three partiei tee p. yad 
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^ •;■" 

HtNi dninlt mm iMuble^ dwm ahoaH be CMOone te 
Anoel iliwfiiibbm b c tw cea dditcm end. eredttoa, bet 
aodltilf tboiddi be <lofie to impair oonfideaoe. No ae«r 
i»aad mm brafcea on this j^oblem. Thongh a com- 
roaicemwtt was made in settiog oat the conditions o( the 
snccesafttl moridng of an international gold standard, no 
pro g re a s was made in evolving monetary plans that would 
raise paces in the immediate future. 

The Conference was thrown back on the w«ak of the 
Econmnic Commission. But the discussions of three out 
of four of the sub-commissions, namely, those dealing widi 
(a) commercial polity, (h) bounties and subsidies, etc., 
(f) export bonuses, marb of origin, etc., were also seriously 
affected by “ the stabilisation crisis.” It was argued that 
currency fluctuations prevented any agreement upon 
tari&, subsidies and bounties. Currency depreciation 
would quickly upset policy on these matters, and effective 
international plans to deal with the many barriers to inter- 
national trade could not be laid until the exchange value 
of currencies was stable. No doubt on these matters the 
experts gained more information. At least it may be said 
that those who came from overseas became much more 
apprehensive concerning both the evils of trade barriers and 
the possibility of their removal in the near future. In 
particular, the protective measures for European agriculture 
presented a depressing problem to the overseas countries. 
The finding of the Sub-Commission on Commercial Policy 
that “ the need and urgency of reducing excessive customs 
tariffs were unanimously admitted ” may, however, provide 
a basis upon which useful discussions may proceed later. 


IIL Restriction 

T here remained the work of Sub-Commission III A 
of the Economic Commission. This sub-commission 
was durged with the task of dealing with the problem of 
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All Awtralkn View World Conferciicc 
** tlie ecKH^hiatioti of jdOdtictk* md iaxAet3M(s.^ tlfiiSd 
HM modi enthniMsm for the work of thb rob-co mtnfo i k i tt 
among member* of the gold bloc, ^d mo«t other EiaopeaA 
nttkmi, induding the United Kingdom. Some owswe# 
ddegatiom, notabty those of Cuba and Bratil, ww tbo 
eager to secure an agreement on plans for regulating ^ 
supply of particular commodities. The sub-commiwion 
commenced its discussions on the conditions that douH 
be observed in formulating co-ordinating schemes. In 
view of the importance attached at the Conference to 
the problem of co-ordinating production and marketing, 
these conditions as finally approved by the sub-commission 
and embodied in the Conference report arc reprodneed in 
the Appendix to this article. There was but one dissentient 
voice, that of Mr. Bruce, representing Australia. Later, 
when individual commodities came up for special considera- 
tion in sub-committees, the difficulties of working out 
satisfactory schemes became more and more apparent, and 
the Conference ended without reaching agreement on any 
scheme except that on silver. A scheme for silver, the 
cynics might say, was possible because it was worked out 
in the Monetary Commission untrammelled by any special 
conditions. Be it noted, however, that the silver agreement 
was confined to the release of stocks and the purchase of 
equivalent quantities by governments in certain producing 
countries. No control of annual production was envisaged. 

The objective of the discussions on the co-ordination of 
production and marketing was “ to restore the purchasing 
power of producers and consumers and thus to increase 
demand.”* Detailed consideration of plans covered a vnde 
range of commodities— dairy produce, sugar, wine, coffee, 
cwoa, timber, tin, coal and copper. At the same time 
discussions on wheat were proceeding outside the Con- 
ference. In reporting to the Conference the chairman of 
the sub-commission (M. le Breton) remarked that ** within 


• d»u«e 1 (rf the report of the Snb-Commiswn on the Co-ordinstion 
w rmdurtmn and Marteting set out In the Appendix 

776 



■■ '%hS‘guttkam'‘ ^ mP- 

mmopm <t» xtigaim^ftiaa hhudiMr 

4i {Vodaedniiij^ ate«onridmd M «d ttu^ 

«dCentt inianied to give fnah iapetw ta OQoooaie ItiK^ 
Atr llMie WM no **ci(»icerte(i teheme^ ernoltod «t til* 
Cbnference. Hiote \itiio objected to {dans for rcgnlatkn 
of mpfift notablf Mr. Brace on behalf of Anstnlia, Were 
jftf^piured to enter into temporary arrangementa for liqtddi^<^ 
iag stocfca of some commo^des when atoda were a menace 
to the market. Bat even in these cases it was recognised 
that action was to be taken only as part of a general phm 
for raising prices and increasing general spending powef. 
When it became evident that no general pkn of this nature 
was possible, and that the main woik of the Conference 
was ^ initiation of schemes for restriction (or, as advocates 
prefer to say, regulation) of production, Mr. Bruce was 
much more outspdcen in his criticism. He deplored the 
concentration of effort upon this problem, contested the 
view that restriction schemes could raise general prices, 
and drew attention to the ensuing growth of “ collectivism ” 
that would follow a widespread adoption of regulation of 
production. 

There is much in these criticisms that will find favour 
in all the Dominions, and in other overseas primary pn> 
during countries. That restriction schemes — and in present 
circnmstances all plans for regulation are plans for restric- 
tion — cannot increase spending power and raise general 
prices is self-evident. They merely transfer spending 
power from one group of pr^ucers to. another, and they 
nu^r actually retard investment because the falling prices 
of unrestricted goods, and the unused capacity in in- 
dustries producing restricted goods, offer little scope for 
new investment. Apart from the great practical difficul- 
ties of their operation, they offer small comfort to 
primary producing countries which have incurred hmvy 
debts for the purpose of expanding their production. 
It was indeed a gospel of despair that these countries wme 
asked to accept. Vilth no ju'ospects of monetary action 
HHH2 777 



As AmtiattBii Vfcw^^tbe World Conlci«fl€« 

to inarcMB power aad ndbepnen, mdnopoiH 

pectf of « redactioa of the aumf hurier* ia dw wxf of 
inporti of loo(^ttft end nw nuiterials into EoropeOB 
oooetttDiiig ooaatriet, the oreneas exporting countries 
were in effect ariicd to shooldfcr still more of the hardens 
of the economic crisis. Prices of man7 agricnhnral 
psodnets in Evrope are much higher than the prices in the 
exporting countries. Yet the latter with much more 
efficient prodaction were to reduce output in order to 
bring world prices up to the uneconomic cost level of 
European agrioilture. 

To the Dominions it appeared regrettable that Great 
Britain ahould associate herself with these proposals, and 
at the same time shelter the gold cnrrencics of countries 
which eagerly pressed for limitation of production and 
■temly refused to embaric upon an expansionist banking 
policy. Great Britain made no effective protest against 
the gold bloc’s ultimate veto on monetary ^scussions, and 
was unable to offer the Conference any evidence that action 
would be taken to develop an independent sterling policy, 
for which the Dominions were pressing. She showed much 
enthusiasm for restriction plans and little appreciation of 
the special difficulties that these plans would create in the 
Dominions. Her representatives at the Conference could 
plead that a rise in the world prices of primary products 
would assist the Dominions, but they overlooked the two- 
fold objection that the rise could be accomplished only by 
restriction of production in t/>r exporting countries, and that 
high sheltered prices encouraging production in the im- 
porting countries would be maintained. It is true that the 
British policy was to stabilise domestic production, but thi s 
could not be said of other importing countries. 

T^c differences in policy between the Dominions and 
the United Kingdom were acute, though they were rarely 
obtruded into the Conference. But for the moment 
Great Britain seemed to have slipped back into the position 
of a European country and to have linked herself with the 



sett hhei-wmdn Iiwler ^ tenMOp «f Fnaee» JumI 
aotliaig to tlie Conference but ea fetenrifieetun ol 
diAaioo. Fetbip* under more fevoueble ckounttinces, 
Fnnoe lew fearful of correaqr dejMredatiQn and 
AaMcica no longer apprehoiaive of stabiluii&g tbe doBar, 
Gi^ Britain will be able <mce again to asaome her phoe 
of kadersiup in international monetary poIky> and throngb 
the Biitisb Commonwealth oi Nations to oSct the world 
a plan that will mobilise the forces recovery. 


IV. ThX EmPIXS DtCLAXATlON 

F ortunately the discussions among the members of 
the Commonwealth of Nations during the Conference 
brought this end appreciably nearer. The declaration 
on monetary and economic policy issued by the Empire 
at the close of the Conference * indicates tl^t on funda- 
mental matters of monetary policy the interests of Great 
Britain and the overseas Dominions and India are identical. 
The declaration was noteworthy for its emphasis on mone- 
tary policy. It referred pointedly to the economic hind-, 
ranees to rising prices and to the necessity for international 
action to remove these hindrances. Further, the members 
of the Empire expressed a keen desire that the reduction of 
tariff within the Empire contemplated at Ottawa should 
be realised. 

Of much greater importance is the monetary policy 
embodied in the declaration. To some extent it is in 
contrast to the attitude taken up by Great Britain during 
the critical days of the Conference. It is, however, con- 
sistent with the policy initiated at Ottawa and urged upon 
Great Britain by the Dominions during the Conference. 
In particular, the Dominions will welcome the sympathetic 
reference to recent United Sutes policy as providing a 
favourable atmosphere in which the Ottawa monetary 
* See Appendix U. 
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An Austfaltto Vicw'^tlie World ConiSaiGB^ 

peMcy Imng iboot a riae^tn steilisg price*. Thu 
defiahum of the price lerd to which sterling pdicjr ii 
directed will be not less pleasing to the overseas mendJM^s 
of the Empire. “Any price level wonki be sarisfactoiy 
which restores the normal activity of industry and empky- 
ment, which ensures an economic return to the producer 
of primary commodities, and which harmonises the burden 
of debts and filed charges with economic capacity.” 
This is a comprehensive definition of the relief expected 
from the desired rise in prices — desired, that is, by debtor 
and primary producing countries. Of even greater im- 
portance is the assertion later in the declaration that “ the 
United Kingdom Government has no commitments to other 
countries as regards the future maiugement of sterling a nd 
retaiiu complete freedom of action in this respect.” This 
statement offers some guarantee that central bank policy 
will not be directed to maintaining stability of sterling with 
the franc or any other gold currency. Should sterling move 
further from gold, and, in doing so, raise prices of primary 
products and help to restore a balanced price structure 
in the Dominions, there wiU be less need for alterations 
in exchange rates for Dominion currencies based on ster ling , 
The creation of a wide area of currency stability will be a 
valuable contribution towards economic recovery. More- 
over, this policy should attract other countries, such 
« Scandinavia, Austria, the Far East and some of the 
South American republics, to enter the sterling area and 
mamtain stability of exchange with sterling. There is 
indeed, in the declaration an invitation to these countries ' 
^ pursue a policy of stability with sterling, and thus to 
make possible the attainment and maintenance of exchange 
stability over a stiU wider area.” ^ 

References to public works expenditure in the declaration 
mlr of opinion Z 
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not intend to embark upon ambitious 1 



No dodbt the l>oi»uuoBe «fe 
ksB CQOoenied ebont this etptct of British moaetax; poli^ 
than are aboot the fre^om of sterling from any close 
ties with odier cnrrenctes. From the point of view of the 
Dominions, too^ the declaration will be highly satisfactoiy 
in another respect. There is no reference to co-ordination 
of prodnctmn and marketing or to restriction schemes, 
for which British Ministers at the Conference had shown 
su^iohur enthusiasm. It is true that Mr. Chamberlain, 
in his closing speech, referred to the Economic Commission 
as having done “ very valuable work in the field of regulation 
and production.” Committee work dealing with this 
aspect of economic poliqr will doubtless be continued 
during the recess. In the absence of general debate, 
there will be ample opportunity for nations which desire to 
pursue policies of restriction to test their principles by 
applying them to specific commodities. The Dominions 
would deplore concentration upon this aspect of the work 
in the subsequent discussions, as they deplored it in the 
discussions held during the Conference, They will feel, 
however, that British monetary policy is likely to be more 
constructive than was at first thought possible. Provided 
that the policy so satisfactorily enunciated is put into 
practical effect, the Dominions will feel much more dis- 
posed to accept some measure of regulation, as part of a 
co-ordinated plan of economic recovery through a rise in 
prices. The declaration by the British Commonwealth 
of Nations thus provides a basis upon which the work of the 
Monetary and Economic Conference inay be continued 
with hope of success. For the Empire, furthermore, 
the declaration removes misunderstandings on high policy 
that were seriously prejudicing discussions on the Ottawa 
agreements. 


London. 

July 29, 1933. 
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APPENDIX 1 


RimicnoK or PRooticnoM 


(pMrt if the Uefatt if the Suh-Cemmisriin on the Co-ordinathn 
of Production and Marketing)* 

TTw tab^offlmUiion had before it a proposal bp the Freach 
de]e|atioi> whidi had asked the Gnferesce to examine the posril^tT 
of a|reeiAcnts between Governments on certain products for which 
the intervention of the Utter appeared to be necessarp. 

It wai therefore confronted with a vast plan of action and, in 
order to prepare the pcund, it was anxious to begin bp a discussion 
of the general prinaplei which should govern the agreements to 
be concluded with a view to a readjustment of supply and demand. 
Extreme caution it necessary in regard to such matters : anp mistake 
in application might bring about the opposite results to those 
desired. 


A plan submitted by the United Kingdom delegation defined the 
conditiona nhich all schemes of this nature should fulfil, all of them 
restmg on the fundamental idea of the necessity of obtaining a 
ewefully baUnccd proportion. It was exhaustively discussed and 
the sul>commistKm, taking into account the observations made 

S'!!.* following test, which in view 

01 Its importance la reproduced in full : 

I. In order to assiit in the restoration of world prosperitv. it is 

^ P„ch..i„g p„„, 5 

•tnotu/ P'”“ ““1“™ 

» » ..I »■ 

League of Nttioiu, C. ait nn ir 
to the Conference, Jul^ ipJJ j (R*pon of the Bureau 



dMm4M WteiKclMi^lirfMad or mtaitweprcHiaietiy if 
■i> peer wry or ^e r urrtfe to cnnte die •acow of ^ plan. 

(<) It dbcodd be compnhenuTe at ngaida pradncw, tbit » : 

(f) it diotild in the first instance command a general 
measnre of assent amongst exporting conntries, and within 
there eenntties a substantial majority oi die producers 
thenadm : 

(tV) where necessary or desirable for the success d the 
phtn, it should proride for the co-operation of non-exporting 
conntries whose production is considerable. 

(d) It should be fair to all parties, both producers and consumers, 
it should be designed to secure and maintain a fair and remunera- 
tixe price level, it should not aim at discriminating against a 
particular country, and it should as far as possible be worked 
with the witling co-operation of consuming interests in importing 
conntries who are equally concerned with producers in the 
maintenance of regular supplies at fair and stable prices. 

(a) It should be administratively practicable, that is, the 
machinery established for its administration must be workable, 
and the individual Governments concerned must have the power 
and the will to enforce it in their respective territories. 

(/) It should be of adequate duration, that is, it should contain 
provisions for its continuance for such a period as to give assurance 
to all concerned that its objects can be achieved. 

(g) It should be flexible, that is, the plan should be such as to 
permit of and provide for the prompt and orderly expansion of 
supply to meet improvement in demand. 

(b) Due regard should be had in each country to the desirability 
of encouraging efiicient production. 

APPENDIX II 

The Empire Declaration 

Tb* following declaration was issued on July 27 ov^ tbe signatures of Mr, 
NeviUe Chamberlain (Uniud Kingdom), Mr. R. B. Bennett (Canada), Mr. 
S. M. Brute (Assstrdlid), Mr. G, W. Forbes (New Zealand), General J, C. 
Smuts (South Africa), and Sir Henry Strakoscb (India). The declaration was 
not signed by the representative of tbe Irish Free Stau, who referred the matter 
to bis Government. 

1. Now that the World Economic and Monetary Conference has 
adjourned, the undersigned delegations of the British Common- 
wealth conrider it appropriate to put on record their views on some 
of the more important matters of financial and monetary policy 
which were raised, but not decided, at the Conference. During the 
conrse of the Conference they have had the opportunity of consiUting 
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logdlMr tfd mmmg, ta tke id coiHStiaa% the 

owdiwoiM antfcd at at their neeti% at Ottawa a year ago, ih ao 
itf as tfai^ had nterenoe to the taraea before the Cootocrtce. 

ECONOMIC POLICY 

%. The ooderaigned ddegationa are satisfied that the Ottawa 
Agreements have already had beneficial effects on many branches 
of inter'Imperial trade and that this process is likely to continue 
as the purchasing power of the varioos coantries concerned increases. 
While there hat not yet been sufficient time to give full effect to the 
various agreements made, th^ are convinced that the general prin- 
ciples agreed upon are sound. The undersigned delegations reaffirm 
their conviction that the lowering or removal of barriers between 
the coantries of the Empire provided for in the Ottawa Agreements 
will not only facilitate the flow of goods between them, but will 
stimulate and increase the trade of the world. 

3. The delegations now desire to draw attention to the principles 
of monetary and financial policy which have emerged from the work 
of both the Ottawa and World Conferences, and which are of the 
utmost importance for the countries within the British Common- 
wealth. The following paragraphs embody their views as to the prin- 
ciples of policy which they consider desirable for their countries. 


MONETARY AND FINANCIAL POLICY 
I. Pwet Lkveu 

4. At the Ottawa G)nference the Governments represented 
declared their view that a rise throughout the world in the general 
level of wholesale prices was in the highest degree desirable, and 
stated that they were anxious to ctvoperate with other nations in any 
prictKablc measures for raising wholesale prices. They agreed that 
a nsc in prices could not be effected by monetary action alone, since 

‘’"”8 **'°''* de- 

prewon must also he modified or removed before a remedy is assured 

remov “** »ction would be needed to 

Wv^l If which were depressing the 

In the monetary sphere the primary line of action towards a rise 
n prices was stated to be the creation and maintenance withil Ihl 

revival of enterprise and trade, including low rates of inteJr 
Biodities and securitica.*^ Peculattve movements of com- 
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a>iBChi< to anoMg fdcefc llw aaderKgocd 
Hdafacite ^bat ^ potMT luu bees attended wiA aa euosiiiuMgi&g 
m— * at aocoeaa. For wme moath* indeed it had to encoanter 
fJfftifffH ttiaing from the oontmaaace of a dowmn^ trend of gold 
Mioea» and dnmg that ptiod the resolta achieved vmce in the main 
Wted to niw% prices m Ensure carrendes rriatiTelf to gold pt^. 
fal ^ lam te*r months riie persistent adherence of the United 
Kss^tdom to the pdkjr of cheap and j^endful money has been in- 
creastn^ efiecrire nn^ the more favonrable condirions that have 
been created for the time being by the change of poEcy of the United 
States, and by the halt in the fall of gold prices. 

TaUng the whole period from Jane 19, 193Z, jost before the 
aaaenddy of the Ottawa Conference, a rise in sterling wholesale 
prices had taken place of is per cent, according to the Eemomist 
index. The rise in the sterhng prices of primary products during the 
same period has been much more aubsuntial, being in the neigh- 
bottriiood of xo per cent. 

6. The undersigned delegations are of opinion that the views they 
expressed at Ottawa as to the necessity of a rise in the price level 
st^ hold good, and that it is of the greatest importance that this 
rise which has begun should continue. As to the idtimate level to be 
aimed at they do not consider it practicable to state this in precise 
terms. Any price level would be satisfactory which restores the normal 
activity of industry and employment, which ensures an economic 
retnm to the producer of primary commodities, and which har- 
monises the burden of debts and fixed charges with economic capacity, 
It is important that the rise in prices should not be carried to such a 
pitch aa to produce an inflated scale of profits and threaten a dis- 
turbance of equilibrium in the opposite direction. They therefore 
consider that the Governments of the British Commonwealth 
should persist by all means in their power, whether monetary or 
economic, within the limits of sound finance in the policy of further- 
ing the rise in wholesale prices until there is evidence that equi- 
librium has been re-established, and that therenpon they should take 
wdiatever measures are possible to stabilise the position thus attained. 

7. With reference to the proposal which has been made from time 
to time for the e^ansion of Government programmes of capital 
outlay, the British Commonwealth delegations consider that this 
is a matter which must be dealt with by each Government in the 
light of its own experience and of its own conditions. 

II. Exchange Stabilitt 

8. The Ottawa Conference declared that the ultimate aim of 
moneury policy must be the restoration of a aatisfactory international 
monetary standard, having in mind, not merely stable exchange ratea 

78s 



Ao Auftrtto Vicwf World CkMilcica*^ 

^ imt the ddthe^ Banagemeitt of the inr ^ 


»tjouI •tMM m eadi . « to ^ «« 

dBdeot of incenietioiul tnde end finance. The pnncqw 

conditkHM pieoedent to the re-eitabiiahment of any intOTUtwod 


mooctaiy atiuMiard were atated, particnlariy a liae tn tl» gen 

kad of commodity pricea in the Taiionaconntnea to a 

in he^u with thelerel of coata, indoding the burden of debta and 
other fixed and aenu-fiwd chaigea, and the Confere^ expreaaw kt 
■citae of the importance of aecnring and maintaining iht«natK^^ 
operation with a aiew to aaoiding, ao far as may be foimd practicaUe, 
wide finctnationa in the purcharing power of lie standard of rahie. 

9. The undersigned delegations now reaffirm their view that the 
ultimate aim of monetary policy should be the restoration of a utis- 
factory international gold standard under which international 
co-operation would be secured and maintained with a view to avoid- 
ing, ao far as may be found practicaUe, undue fluctuations in the 
purchasing power of gold. The problem with which the world is 
faced is to reconcile the stability of exchange rates with a reasonable 
measure of stability, not merely in the price level of a particular 
country, but in world prices. Effective action in this matter must 
largely depend on international co-operation, and in any further 
•esaions of the World Economic and Monetary Conference this 
subject must have special prominence. 

10. In the meantime the undersigned delegations recognise the 
importance of stability of exchange rates between the countries of 
the Empire in the interests of trade. This objective will be constantly 
kept in mind in determining their monetary policy, and its achieve- 
ment will be aided by the pursuit of a common policy of raising 
price levels. Inter-Imperial stability of exchange rates is facilitated 
by the fact that the United Kingdom Government has no commit- 
ments to other countries as regards the future management of sterling 
and retains complete freedom of action in this respect. The adherence 
of other countries to a policy on similar lines would make possible the 
attainment and maintenance of exchange stability over astill wider area. 

11. Among the factors working for the economic recovery of the ^ 
countries of the Commonwealth, special importance attaches to the 
^line in the rate of interest on long-term loans. The undersigned 
delations note with satisfaction the progress which has been made 
m that direction as well as in the resumption of oversea lending by 
the London market. They agree that further advances on these 
linei will be beneficial as and when they can be made. 

II. The undersigned delegations have agreed that they will 
recommend their Governments to consult vrith one another from 
n>on«ai7 economic policy with a view to 
ntablithing their common purpose and to the framing of such 
measures as may conduce towards its achievement. 
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/^AnTAUSM and cornmniriam are convenient names 
\^far two diflkrent systems of economic life. The first 
is on the idea of competition between individuals 
both in the production and distribution of goods, with 
rewards varying according to success. The second is 
based on the idea of co>operation between all members of 
the community in the production and distribution of goods, 
with rewards divided equally among them. 

The distinction goes back to the earliest times of human 
history and indeed beyond. The commonwealth of the 
bees, as far as we can understand it, is an almost perfect 
case of communism. Lions on the other hand live on the 
individualist system which is the foundation of capitalism. 
Mankind in its savage state shows rudimentary examples of 
both kinds of organisation. But those sections of it which 
followed communism have remained savage through the 
ages. The development of what is called civilisation has 
been carried out by peoples organised on the individualist 
system. 

Up to a hundred years ago the economic side of life was 
not foremost in men’s minds. In the matter of production 
and distribution of goods men lived mainly by routine and 
custom. For the most part they lived hardly. But the 
processes of production and distribution both received a 
great impetus from the discovery of steam. Later on this 
was accelerated by other inventions ; until now it may be 
said that man is, or can be, victorious in the long struggle 
to wrest the materials of subsistence and comfort from a 
reluctant earth. 

This development of material wealth took place under 
the capitalist system and was naturally considered as its 
fruit. The system itself was expanded and refined from 
the dementary stage in which it had hitherto existed into 
the complex organism that we know. A gospel was 
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writtea for it by the politiai cconomutB of the siaete^ 
century. But the propagation of thia goepd won 
hwetic*. The glaring inequalities in the distributfoal of 
wealth and comfort which follofwed on the applkutiotf of 
doctrine of competition in an undiluted form were distti^ 
ing to the minds of many thinkers. A counter-doctrine 
began to be formulated and preached. It took seretal 
shapes, but the purest is that which we call the theory of 
communism. 


II. 


F or several generations communism remained tally a 
theory as far as the civilised world was concerned. 
Capitalism held the field in practice. But within the last 
fifteen years communism has been adopted as a working 
system by a great nation — the greatest in the world in point 
of territory, the second greatest in point of population. 
Up to the present It can only be regarded as an experiment 
which is still going on. We do not yet know whether it will 
be able to sustain itself against the individualist tendencies 
which arc present to a greater or less extent in most races 
of men. Nor do we yet know whether it will succeed in 
maintaining or improving material comfort among the 
people who follow it. The great objection which has 
always been urged against communism — or against any 
form of State socialism — on its economic side is that the 
production of material wealth, on which the comfort of the 
people depends, will be checked and even recede if the 
incentive of competition and of reward proportioned 
according to success is removed. The result of such minOT 


experiments in State socialism as have been made by other 
countries have tended to support this objection. But these 
experiments have only been partial. Russia is the first 
example of communism on a grand scale, and we cannot yet 
tell how it is going to turn out on the economic side. 
While observers difier, this much seems to be certain, 
irst y that the standard of luxurious liidng which was 



It ^ tid) in d! coaiitirie8--4M esdlMfy 
Appeared. Seoradl^, that die atandard tef iikateiial 
amcMdg ^ popvdatkMi ^ Rusaia ia 

t fffl kmer than it ia in nearly all weatern ctnintrira. Otit 
the other hand it ia contended that this was always 
case and that the living standard of 90 per cent, of the 
Russian population was lower still under the old system ; 
in other words that some improvement has already taken 
place and dut this is continuing. It is on the extent of this 
improvement and the probability of its continuance that 
observers differ. 

On the side of production, therefore, all that can be 
said is that the theoretic arguments are against communism 
and that in practice it has not yet proved itself. On the 
side of distribution communism has a stronger case. The 
difficulty, which at present besets capitalist nations, of 
getting goods into consumption after they have been 
produced, does not appear to exist in Russia, and in theory 
at any rate would appear unlikely to arise under their 
system. Work is found for all, and all have their share of 
the goods produced whatever they may be. 

III. 

L et us turn now to the economic results of the old- 
established capitalist system as they appear at present. 
The best example to take is the United States of America. 
In that country the capitalist system might be expected to 
reach its highest development. The great extent and 
natural richness of the country ; its freedom from foreign 
complications or the danger of them; the numbers and 
vigour and diversity of its population ; their aptitude for 
manufacture and trade ; all these are favourable conditions. 
Working in these surroundings the capitalist system should 
be, if anywhere, a success. And, in fact, it did succeed 
in the United States in establishing, not only a high standard 
of luxurious living for an unusually large minority, but also 
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world began. 

Tald^s the Uuted Statea aa it stood in I9S9( it 
have been said that aa far aa prodnedoa is concerned 
espitalisni had proved its case. It had shown that it was 
capable of talcing advantage of all the discoverws which 
have given man a completer mastery over natore for the 
purpose of producing the outerials of subsistence and 
comfort and adornment. It had shown that it could 
incieasc these materials easily, rapidly, and almost without 
limit. The United States might have been pointed to at 
that time as a shining example of the success of capitalism. 

But a little later the picture was entirely changed. 
Prosperity had given way to depression. Three years 
after it liad been boasted that poverty had been definitely 
abolished in the United States a considerable part of the 
population was iMng on public or private charity. There 
is no general agreement about the causes of the change. 
Bat this much is certain ; that the fault must either have 
been in the system itself or in those who controlled it. It 
cannot be imputed to natural and unavoidable causes. In 
history there have been periods of poverty and distress in 
different parts of the earth by reason of flood or famine or 
war or pestilence, which have destroyed or impaired the 
means of production. There was no such cause here. 
The productive capacity of the world in general and of the 
United States in particular, if it was impaired by the Great 
War, had long since been restored and stood at a higher point 
than ever before. The capacity to produce goods was there. 
It was the ability to distribute them that seemed to be 
lacking. 

IV. 


O NE excuse which has been given for the change in the 
United States is that the poverty of the outside world 
made it unable to buy American goo^ or to give anything 



4» i irli ii m!» i iS/W Ae fta » pro^pfowiy ^ cwrtwt 
V ii» lilBm<rf^im fnwgn trade. ij^tkbtaBooieifHn^j^ 
huf emnbatiMi. In the first place, the pnxhictiTe 
eiqpiacttjr of ibreign countries was not impaired anp more 
rikm t^t of the United Sutes. They were still able and 
wHBag to snpplp in snperabundance any cd die gc^pds 
Md materiali which the United States could npt 
snppi^ for itself, and to take American products in 
ex^nge. 

In the second place, if we examine the figures of trade 
between the United States and foreign countries we shall 
find that in the nine years 1922 to 1930 inclusive the 
balance in favour of the United States was 6477 millicm 
dollars ; in other words during those nine years the United 
States sold to foreign nations more goods than it bought 
from them to the extent of 6i billion dollars. 

But during the same nine years foreign bond and share 
issues subscribed in the United States totalled 8*875 million 
dollars. For these issues the United States took pieces of 
paper which, whatever their future value, were certainly 
of no use for consumption. The people of the United 
States could not use them for food or for building houses or 
as a material of manufacture. 

It follows from this that the excess exports of the United 
States during the period of prosperity did not play any 
part in supplying its population with the necessaries or 
luxuries of life. They were merely a surplus which the 
United States exchanged for an acknowledgment of in- 
debtedness, not for any articles of present use. The 
American people nuintained their living standard during 
these years on what they produced themselves plus a certain 
amount of foreign produce for which they gave goods in 
exchange. They had still a surplus of their own products 
which they sent abroad, taking paper in exchange. The 
shrinkage or even the entire disappearance of these surplus 
eagports, however it might affect the living standard of other 
nations, which had got consumable goods in exchange for 
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attioft iwMch l»d merely got paper for goods. 

V. 

A nother explanation which has been offered » that 
doling the good years the United States was living 
on its capital. This explanation also is plainly ontenable. 
A nation can live on its capital in three ways. Firstly, 
if it owns a great volume of foreign investments, it may 
gradually realise the principal of these, drawing it back 
in the form of goods and using these goods to maintain 
the living standard of its people. It was alleged, and it 
may be true, that Great Britain entered on this course 
or was in danger of entering on it a short time ago. 

Secondly it can borrow abroad, again taking the proceeds 
in the form of goods and using these for immediate con- 
sumption to maintain or improve its standard of living, 
instead of for reproductive purposes. To do this is in a 
sense to live on capital. This was the process which, for 
instance, brought about the difficulties of Australia. 

There is a third way in which a nation can live on its 
capital. That is by allowing its fixed plant and equipment 
to run down and using too much of what it produces for 
keeping up its standard of living and too little for what may 
be called maintenance and repairs. If this is done the 
time naturally comes when a larger part of the national 
production has to be devoted to making good the work 
which has been neglected, and there is less left for day to 
day consumption. 

But certainly the United States did not in its years of 
prosperity live on its capital in any of these three senses. 
It was not reducing its foreign investments but on the 
contrary was increasing them. It was not borrowing 
abroad. Nor was it allowing its fixed plant and equipment 
to run down but, on the contrary, was extending and im- 
proving it on an enormous scale. Not only mann- 
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improved and added to in eTer7 direction. 

VI. 

W £ had then this position in the United States |t 
the banning of this year. Productive capaci^ 
had not been impaired : yet production had been cut down. 
This was not b^ause the wants of the people were fully 
supplied ; for the vast majority of the people were denying 
themselves something, and many were suffering actual 
distress. The automobile factories were idle because 
the farmer could not afford automobiles ; the farmers 
were destroying food because the factory workers could 
not buy it. Evidently the machinery set up by capitalism 
for the exchange of goods had broken down. Capitalism, it 
may be, had solved the problem of production ; it had failed 
to solve that of distribution. And the failure was spec- 
tacular. For it did not arise out of the old problem of the 
few getting too much and the many getting too little. 
In this case there was plenty for all. But though they 
could produce the goods they could not get them into 
consumption. 

Such a failure may not prove fatal to capitalism so long as 
it can allege that the rival system of communism fails in 
production. For production comes first. It is no good 
having a perfect system for distributing goods if you do 
not produce enough to go round. But if communism 
in Russia should show itself able — it has not done so up 
to now — to produce goods as abundantly or nearly as 
abundantly as capitalism, then capitalism udll be in danger 
unless in the meantime it can remedy its present liability 
to break down in the matter of distribution. For on the 
economic side it vnll then appear definitely inferior to 
communism. There are many reasons other than economic 
for preferring individualism to communism. But it is to 
be feared that these will weigh little if the majority once 
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VII. 


L et oa noir tlie probable working of the two 

rival e^ratems in relation to some major economic 
problems. The first of these is that of international 
trade. The original individnalist gospel applied its dogma 
ai unrestricted competition to this sphere as well as to 
odiers. It held that the trade of goods between one 
country and another was wholly desirable and should be 
subject to no restriction. This was the doctrine of free 
trade. lu argument was that relative cheapness of pro- 
duction should determine where goods should be produced* 
and that this would happen if no barriers were set up in 
the way of tarififs. 

This theory has brdcen down in practice because it 
does not take into account the impracticability of shifting 
labour and capital from one industry to another, or indeed 
any other factors in the unemployment problem. The 
free trade doctrinaire will reply tlut the issue does not 
arise in this connection because, lending and borrowing 
aside, exports will always balance imports. But, as things 
work out in practice, this truism does not justify — given 
the existence of nations as separate entities — ^the assump- 
tion that the employment of a labourer in Lyons is as go^ 
as the employment of a labourer in Manchester, and that 
the employment of a labourer in Shanghai is as good as 
either. It is not true, from the point of view of a nation 
regarded by itself, that the devdopment of an indust^ 
somewhere else compensates for the decay of an industry 
at home, or that the employment of its own citizens in 
production is no more benefidaJ than the employment of 
the citizens of some other country. Consequently the 
doctrine of free trade has made little headway except in 
countries likeGreat Britain, to whose peculiar circumstances 
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Him is no rataon to suppose that die barriers m tlie 
way of iatemarional trade would disappear or be lessmed 
laawwldoi^gamsed aa a communist insteadoCon acapitalkt 
bans— ossnming, that is, that separate natioDBlittes re- 
mained. Each natioa vn^d still regard Its own interest 
as coming first, and, as far as its natural resources put it in 
a positi<m to become self-sufficing, it would desire to use 
them for that purpose. Russia has shown no inclination 
to turn to the production of food-stuffs and raw materials, 
and to leave the supply of manufactured goods to nations 
whose factories are already at work. On the contrary 
she has started to build up industries of every land with 
the avowed intention of supplying all the wants of her 
people for every kind of product. If the communist 
system were universal, international exchange of goods 
would no doubt still be carried on, but it would be governed 
by tariffi and quotas and so forth to at least as great an 
extent as it is now and probably more so. It would be 
carried on not by individuals but by government organisa- 
tions and would be largely a matter of bargain and barter. 
For example, Russia might offer to take so much rubber 
from Malaya or the Dutch East Indies provided they took 
a corresponding value of Russian products — wheat or 
timber or oiL But assuming that her own factories were 
developed she would not take sewing machines from 
America or electrical machinery from Great Britain on 
any terms at all The doctrine of free trade, namely, 
that products of all kinds should compete in all markets, 
would be still less likely to be carried out or even to be 
professed than it is to-^y. 

VIII. 

B ut even if the doctrine of protection still held, it 
might be applied with more moderation than at present. 
Under the individualist system there are always individuals 
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resnit it that a great deal of the world's production is 
done on uneconomic lines. The area of Europe excluding 
Russia is less than that of the United States. It is divided 


into twenty-four different countries, the trade between 
which it restricted by tariffs based on the principle of 
proteaing national production. Let any American im- 
afine a situation in the United States where the Sute of 
New York tried to produce all its own food-stuffs and the 
State of Wyoming all its own manufactures and other 
States similarly, and where inter-Statc tariffs were set up to 
bring about this result. How far would the economic pro- 
gress of the United States have gone under such conditions ? 

Ilie truth is that the doctrine of individualism and the 
doctrine of protection are mutually contradictory. They 
belong to different lines of thought. Individualism 
logically calls for free trade. Protection logically calls 
for government control of international if not of internal 
trade. And it may be that the logic of facts, more powerful 
than that of ideas, will ultimately force this conclusion on 
the world. The growing disruption of international 
trade through tariffs, and even more through the difficulties 
of monetary exchange, acts in this direction. The 


appearance on the scene of a communist nation, conducting 
lU internatjonal trade on communist principles, tends 
tlw same way, It is already beginning to be recognized 
mdmdual traders cannot compete in the international 
beW with a government institution like the Russian 
w^ch has not to consider questions of profit 
and loss. If the Russian surplus available for- export 
grows mto great dimensions, Amtorg will be able to ruin 
ah Its mdividual competitors. Other countries will either 
have to refuse to trade with Russia at all or will have to 
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otmAmet liaur tmitt with Russia throqgh some organixstMA 
stmikr to Amtocg. If thejr do the latter, but not other> 
wise, they will be able to protect their hmne mukets 
i^sinst dcmoralizacion by price cutting, and will also be 
4d>ie to drive a bargain to the e£Fect that if they buy from 
Russia, Russia will buy from them. As long as they carry 
on their international trade on the individualist system 
while Russia carries on hers on the communist ^stem they 
can do neither of these things effectively. 

If this practice were once begun it would spread and 
international trade would become a kind of glorified barter 
between the amtorgs of different nations. 

In such an event, while, the doctrines of natiotul self- 
sufficiency and the development of national production 
would still prevail, their application might be tempered by 
economic expediency. One amtorg might make a long- 
term bargain with another to supply, let us say, a certain 
amount of food-stuffs or raw materials in exchange for a 
certain amount of manufactured goods, or some class of 
manufactured goods in exchange for another, or some class 
of raw material in exchange for another, instead of all 
countries trying to produce the same things at the same 
time. Whether the advantage resulting from the ability 
to make bargains of this sort would balance the disadvant- 
ages which might be expected from the disappearance of 
the competitive spirit in international trade is another 
question. 

IX. 

T he second problem which we may consider is that of 
international loans. Under the individualist system 
capital for the development of backward countries has 
been supplied by private investors in the developed 
countries, that is countries which have a surplus production 
beyond their own needs for immediate, consumption* 
TWe has been little plan or order in 4die lending. When 
savings are plentiful in the lending countries loans are 
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their productbe employment. They may be I*®**^?^ 
apf^ied, hot there i» no <iirectioii in the matt«. Tnde 
depresnon comes, eavings fall off, the lending 
Then the borrower, like a private trader whose ^ has 
slof^wd supplies, is often unable to fulfil his obKgatiwis, 
even if he has not wasted the money lent but has empfci^ 
it productively. The lenders become naturally unwilUng 
to lend any more on any reasonable terms even if their ■pcmtit 
to lend revives. The whole process of using the resources 
of advanced countries to develop those of backward ones is 
checked. 

If the world were divided iitio communist States there 
would be no such thing as private investment. All inter- 
national lending would be by government to government. 
The country having a surplus would have to determine 
in the first place whether it would be more advantageous 
to divide it amongst its own population or to lend it 
abroad. It might be that the surplus production would 
be of such a nature that there would be no particular 
benefit in using it at home. For instance the United States 
might have a great surplus capacity for producing steel 
rails and railway equipment. It could use this to build 
more railways at home or to build them abroad. But it 
might need no more railways at home. In that case the 
United States would have to determine whether it 
was better to let its surplus productive capacity in this 
direction lie idle — assuming the capacity could not be di- 
verted to another line of production — and so give its 
population more leisure, or, as an alternative, to employ 
the surplus production abroad in the hope of getting some 
future return on it. The decision would not be governed, 
as at present, by the belief of private investors that the 
borrowing country would be able to pay a certain rate of 
.interest (generally too high) on the capital lent. It would 
be governed by the decision of the lending country as to 
whether it would be more desirable not to turn out the 
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Under such a systeai the actual business of international 
loans wmid j^obabty be carried out more tati(»ul]^ and 
with fewer ^sappointments than at present. But here 
j^iiA two questions arise. Firstty, whether, the stimulus 
of competitkm being removed, surplus production in anjr 
country would be likely to accumulate as fast as it has done 
unda the individualist system, conditions being favouraUe. 
Secondly, whether governments which had a surplus at 
thdr disposal would be likely to use it for the immediate 
benefit of other nations, on the uncertain prospect of a 
future return, instead of for the more popular purpose of 
increasing the immediate amenities or leisure of their own 
people. It may well be that the misguided faith of the 
private investor, which is the governing factor under the 
present system, has resulted in a greater amount of capital 
being applied to the development of backward countries — 
and thus ultimately in a greater increase of the world’s 
productiveness as a whole — ^than would have come from 
a more rational system from which the motive of private 
gain was absent. 

Moreover, there is no reason why the capitalist system 
should not improve its present methods of international 
lending, possibly to such an extent as would remove many 
of the disadvantages under which they now lie. To do so 
would require an organisation for international borrowing 
and lending quite different from any which exists to-day. 
The business in each lending country would have to be 
centralised, and some measure of co-operation would have 
to be introduced between the different lending countries, 
those having a surplus production. 

X. 

third problem is that of the over-production of 

X one class of materials or goods as compared with 
odier classes. Tlie theory ef the individualist doctrine is 
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Capitaliiin iiod CoiniBiiiiKtli 
titM this » always corrected % the wtwiing of 
and demand. When the supply of any article esce^ ^ 
demand for k, say the orthodox political economists, itt 
price falls. Its production becomes unprofitable, and capitm 
and labour pve up producing it and turn to soinc ot^ 
field until the supply is so reduced that the price risM 
again. 

This theory sounds rational. But experience has shown 
that in many cases it does not work out in practice, or at 
any rate only works out slowly and imperfectly and with a 
great deal of friction and loss. This is especially so in the 
case of raw materials. Take rubber as an example. In the 
period immediately after the \\»r the supply of rubber had 
for the time being outstripped the demand, and the price 
fell to about 6d. a pound. The rubber companies 
declared that they could not live and earn even a modest 
return on the capital invested unless an average price of 
IS. 6d. a pound could be obtained. A scheme for restricting 
production was formulated and applied to the British 
East Asian territories, which were then responsible for the 
greater part of the output. The price thereupon began to 
rise and soon reached the figure of is. 6d. a pound. But it 
did not stop there. ITie growth of the automobile industry, 
particularly in the United States, caused an increase 
in demand for rubber concurrently with the restriction of 
output, and the price at one time went as high as 4s. a 
pound, although the restriction had in the meantime been 
removed. The rise in price led to greatly increased pro- 
duction in the Dutch East Indies, which had refused to 
take any part in the restriction scheme. Supply soon 
became greater than demand; the price of rubber fdl 
again rapidly, and has for some years been lower than ever 
before, having at one time gone to less than xd. a pound. 
Although at this price the majority of the plantations must 
be working at a losy, there does not seem to be any marked 
falling off in production. Many planters, no doubt, go 
on because the only alternative is to abandon their pro- 
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pflrtiei dkaQg«^^/«ia£e to muatun tlum ia a 
daK&^ coil^taoa t:o8t more than loss oa wori^. 
Anoi^ factor in the situation is that much oi the 
pFodnctioa ia in the hanck of native growlers who wUl 
woih for anj retnm thqr can get, and take no account 
of letum on ca^tal, or even of wage costs, since thej^ do 
the woik thonselves. 

Potting the annual rubber production of the world at 
about 700,000 tons, the rubber growers, when the price 
was is. 6d., received ,^105 million sterling for their product. 
At present they receive about one-ninth of this, 8ay» 
between ,^ii and £12 million. They are £^^ million a year 
worse off. It may be answered that the makers of auto- 
mobile tires and other consumers of rubber are £^$ million 
better off, and so on balance there is no disadvantage. But 
that is not a complete statement of the case. When the 
rubber growers received £10$ million they had that 
amount of purchasing power. Their power of consuming 
goods has been cut dovm accordingly. Eventually no doubt 
the production of rubber will be decreased and the price 
rise to some extent. But if the production of rubber is 
diverted from the European to the native grower, aS' 
seems likely, it will mean that whatever purchasing power 
is represented by the sale of rubber will be transferred from 
a class of people who consume European goods to a class 
of people who consume practically nothing but what they 
produce themselves. 

What has happened in the case of rubber has happened 
with variations in the case of many other raw materials 
and primary products. The price has fallen to a point 
which leaves the producers little or no purchasing power 
for anything beyond the bare materials of subsistence. 
This reacts on the manufacturing and other industries 
which previously supplied them. In the result, there is 
not <^y a diminution in the production of the raw material 
which was beu^ produced in excess, but also a correspond- 
lag diminution in the production of manufactured goods 
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fos idiidi t&ere it sn abnofC unlimited capecStf of eeii- 
snmption. TTie growers of raw nuterials ww^ Eto •• 
onuiime manufactured goods, but cannot because 
have not the purchasing power. The manufacturers in 
turn, as their sales fall off, have to reduce the numbers or 
the wagw of their employees. They cannot cut down vmy 
much on their overhead or fixed charges. Through the 
diminished purchasing power of the workers the geiwral 
demand for goods is again reduced. In the end production 
is cut down all round, which means that the standard of 
material comfort is lowered. 

XI. 

W HAT would happen under the communist system ? 

In this case money values do not enter into the 
matter. The whole production of rubber, for example, would 
be distributed fro rata among the users. On the other 
hand, the rubber producers would receive their own pro 
rata share of whatever other goods were produced. They 
would not be liable to have their power of consuming other 
goods cut down if they product more rubber than was 
required, for as long as other goods were produced they 
would get their share of them. The' worst that could 
happen would be that the quantity of rubber produced 
in excess of that which could be used would be wasted. 
Presumably in such a case the directing body of a communist 
State would call off a certain number of its rubber growers 
and put them to some other work. In theory, at any rate, 
overproduction of any article would be less likely to take 
place than at present, since production would be made 
according to plan and on an estimate of the requirements. 
When it was apparent that these were filled production 
would be stopped. Under the individualist ^tem pro- 
duction is not determined on any plan but by an estimate 
of the profits to be obtained. When these estimates are 
faulty— as they often are— the producers suffer. Then 
S02 



"^^■rnimmim tmv dmppm» and the paodactlstt of 
odtor «Qoda mJfen aha 

. Thos die cwnmnniat tyston wtmld aj^iear to have an 
advnti^ in dealing with the maUdjastanent of prodno- 
tioe and coesomf^ton which b one of the chief diseases of 
the CBjntaiist system as it is woriced at present. On the 
ocW hand, it may be questioned whether high production 
would be reached when the motive of industrial gain was 
removed. Here as elsewhere we cmne back to the position 
that the communist system seems to have the advantage 
over the capitalist system, as the latter is worked at present, 
in the maner of getting goods into consumption. On the 
other hand, the capitalist system has proved its capacity 
for increasing production and the communist system has 
not. The overproduction of goods under capitalism is 
mainly caused by its incapacity for getting the goods 
produced into consumption. On the communist system 
goods could be consumed as fast as they were produced, 
but it is not certain that they would be produced. 

XII. 

L ast of all comes the monetary problem. Under the 
capitalist system money rules everything in the eco- 
nonric sphere. Production is governed by profits ; profits 
by prices ; and prices by purchasing power, t.e., the volume 
of money. The distribution of goods again is regulated by 
the distribution of money. And money decides whether 
a capacity for increased production, arising out of improve- 
ment in machinery and methods, shall be applied to the 
purpose of increasing the machinery of production still 
farther, or to the purpose of adding to the immediate 
comforts and amenities of the people, or shall not be 
used at all, but simply run to waste. 

It is evident from the recent example of the United States 
that captalism has so far failed to solve the monetary 
problem. Money, which was devised as a convenient means 
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«f exdunge of goo^lias become ^ maocar 

of the servant of jatxluctioB and distiibntwm 

The creation of mcmey waa miginalfy the prerogative of 
govemn^ta. It is still so in name. Bnt, in fact, nnder 
tiie capitalist r^me this prerogative has be«i transferred 
to the banka through the development of the credit tystem. 
Under this SfStem the exchange of goods is mainfy carr^ 
oat not by the actual transfer of money but through entries 
in bank ledgers- And banks have been either unable or 
unwilling to regulate the flow of money in accordance with 
the flow of production, 

A properly regulated monetary system would aim, 
generally speaking, at securing stability of prices, since 
this is necessary for steadiness In the production and dis- 
tribution of goods. No system could altogether prevent 
price fluctuation in the case of particular classes of goods, 
of which there might be a temporary dearth or glut. But 
in the general price level it would aim at stability by 
varying the supply of money in accordance with the amount 
of business to be done. 

In certain circumstances it might aim at a gradual rise 
of prices as a corrective to the tendency of capital to demand 
and obtain a higher return than its employment actually 
earns. This tendency seems to be inherent in the capitalist 
system. It arises perhaps from the natural optimism of 
mankind. It leads from time to time to capital absorbing 
as the rent for its use too great a share of production, and 
this can only be corrected by an increase in the price level 
of goods. 

The banks of the United States did maintain a com- 
parative stability of prices for a few years by creating a 
huge volume of new credit money. But when confidence 
was shaken thej- proceeded to destroy this credit money as 
rapidly as they had created it, with the result that prices 
fell disastrously, and both production and consumption 
were checked to a degree without precedent. 

This may not have been wholly the fault of the banks 
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*lle |KMNr «f cpeitlQg 1^ tendtf aaottcy i» one «f tlue 
iem tUEBfB In epfaere which hm been tetraMd fajr 
Gkfnmtaim. The tMaks^bdi^withoiEt this power, can onty 
cteete ni(m «7 by the aid of public confidence which accepts 
theh credits as good. During the years that the ba^ 
were expanding these credits the Federal Government and 
dw Federal Reserve System were avowedly pursuing a 
poHcy of deflation, that is, they were endeavouring to 
decrease the vtdume of money. They could not prevent 
the banks from enlarging the volume of credit money, but 
they could and did prevent any enlargement of the volume 
of legal tender money which credit money represents and 
has for its basis. When public confidence was once shaken, 
the hanks for their own protection were obliged to call in 
and destroy the greater part of the credit money they had 
created, there being only a small foundation of real money 
behind it. 

But, however the blame may be distributed, the fact 
remains that there was a breakdown of the monetary 
system which resulted in an enormous decrease of pur- 
chasing power in the United States and in the consequent 
restriction of both production and consumption on a , 
disastrous scale. 

Under the communist system, production takes place 
without reference to profit, and distribution takes place 
without reference to purchasing power. Consequently 
under communism a monetary system, if it exists at all, 
will only occupy a subordinate place in the economic 
sphere and will have little influence on production and 
distribution. A failure in the working of the monetary 
system either would not happen in a communist State, or 
if it happened would not be of importance. Capitalism, 
on the other hand, cannot do without a fully developed 
monetary system, as it is by this mechanism only that the 
apportioning of material reward to success in production, 
which lies at the basis of capitalism, can be carried out at 
all. Mr. Ford has shown that he can make more and cheaper 
automobiles than almost anyone else. He could not get 

8oc 



Ca|»tilism and Comiiitiinfm 

tjw mrard Iw tim if he had exdumge tJi^ 
into other goods sod <x»ld not coovort than into tenm 
of taooejr. Under capitalism a failnte the monetH^ 
sfttem disorganues the whole machineiy. It lemaiin to 
1m seen wdtethet such failures can be avoided m futnie ^ 
whether capitalism necessarily involves a snccesskm o£ 
monetary crises which set bad the process of incread^g 
material well-being which is the whole purpose of ectmomk 
life ; just as it remains to be seen whether commoiusm 
can get rid of the handicap which the absence of the motive 
of individual gain imposes on its efforts to increase pro- 
duction. Whichever system is the first to overcome its 
existing drawbads will have a great advantage over the 
other in the minds of the mass of the people to whom the 
satisfaction of their material needs is, and for a long time 
must remain, the first consideration. 

Those of us who believe that individualism is pre- 
ferable to communism on other than economic grounds 
must hope that it will be the first successfully to surmount 
its obstacles in the economic race. 


For this reason we must watch with an anxious interest 
the bold efforts that the present Government of the 
United States is making to cure the economic evils which 
have distressed that country during the last four years. 
To many these efforts seem to be a shoding departure 
from the most cherished tenets of the individualist capitalist 
system, as they have been preached in the past. But 
reform is better than revolution, and if the new policy 
succeeds the world in general will not worry whether it is 
orthodox or not. In that case the present economic 
system of the Western World-excluding Russia— will 

If th^ have the mcHnation, to devote some thought to the 
problem of avoiding future breakdowns. If, on the other 
hand, the new ^l,cy fails and the doctrine of laissezrfaiu 

^ume, us reign, the individualist capitaUst systelC 

continue to cxuit, but it wiU do so on a precariL 
»nd It my be doubted if it will be for l^g * 
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pCTod covered b;f tbe last artkde, political 
JLrbtterest affecting India might be described as coit- 
centnted rather than d&persed, general rather than 
individual, and centred in England rather than in India. 
The White Paper and its proposals, first in speculation, 
then in realisation and discussion, lay in the foreground 
and served as a focus for argument, anticipation and con- 
demnation alike. It may seem that the period now under 
review offers a total clunge, with the early entry of a 
fanuliar individual figure on the stage and his more or less 
constant presence near the footlights, a great variety of 
incident, and in general a play of interest widely diversified, 
not to say kaleidoscopic. Actually, however, the connection 
between the two is organic and close. The latest Gandhian 
ebullience, the Congress fissures, the newspaper kites, 
cannot be regarded in true perspective apart from the White 
Paper. It may be said that the latter has receded from the 
for^round. True, but only to swell into a background 
against which all later incident must be thrown, its colour 
and appearance profoundly influenced by that background. 
The observer of the varied Indian scene is apt to be misled 
by its episodic abundance. It is true that there is some- 
thing tangential in Indian politics, but tangents after all 
arise and derive their importance from the curves they 
touch, and when considering the Indian political picture 
it is the curve and not the tangents we must seek. 

Congress hotheads and a good many others would 
perhaps deny that any essential importance attaches to 
the White Paper proposals ; a not uncommon Congress 
attitude is to admit their interest and importance, but to 
claim that these features are isolated from the essentials 
of the Indian political problem. Actually, however, it is 
the emergence of these proposals, their nature, and their 
discusaion in London which to a large extent have governed 
even the most apparently individual and Indian contri- 
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India : Mr. Ga&dhi Again 

bo^on to oar poKtical drama a| the last three 0 ioiit|»» 
namety, Mr. Gandhi’s it days’ fast in May. 


I. Th* Fast 

E ven at this stage, nearly three months afterwards, it 
is not possible to pronounce with any confidence on 
the real origin of this remarkable performance. On May l 
the Government of India received from Mr. Gandhi a 
telegram announcing his intention to fast. It began : 
“ For reasons wholly unconnected with Government and 
solely connected with the Harijan* movement, and in 
obedience to a peremptory call from within received about 
midnight. . . .” The telegram went on to say that the 
fast might have begun immediately but for Mr. Gandhi’s 
desire not to embarrass the Government more than was 
necessary. The Government of India took the decision, 
generally anticipated and appreciated, to release Mr. Gandhi 
unconditionally, which was done on the evening of May 8, 
the fast having begun at noon on that day. The order 
for release opened by saying : “ In view of the nature 
and objects of the fast . . . and the attitude of mind it 
discloses: . . .” The presumption was that Mr. Gandhi’s 
objects were solely connected with the movement against 
untouchability with which he had of late months been 
associating himself. There were obvious humanitarian 
and practical reasons for the Government’s action. Since 
the fast was declared to be solely connected with the anti- 
untouchability movement, it was both more humane and 
more convenient that it should be conducted outside a 
government jail. 

Mr. Gandhi’s decision took everyone by surprise, and 
embarrassment was not least perhaps in certain nationalist 
circles. His anti-untouchability activities have never 

• The name ooiaed to describe the agitation on behalf of the Depresaed 
uaiaca. 
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aiaii^^gaiMail lBad» supped ^baa^ prominent uidi> 
Tidads have taden them np with some enthdsUsm. These 
sedvideS) being sodal or religions rather than political in 
object, were onlikety to arouse much enthusiasm in the 
average Congress f£^u, and the great bulk of Congressmen 
are ifindus. The Hindu Mahasabha, an organisation of 
mndv power and influence which in the past has been 
indirect a tower of strength to the Congress movement, 
had never accepted Mr. Gandhi's operations against un- 
touchability. His apparent obsession with it seemed 
likely to defer still further any consideration by him of 
the urgent problems awaiting decision. Between the 
intimation of the fast and its actual beginning, therefore, 
the Indian press contained a good deal of adverse comment 
on this latest Gandhi departure. A prominent Congress 
daily remarked that the decision had caused not so much 
surprise as consternation. A notable pronouncement was 
made on May 4 by Mr. Kelkar, who described Mr. Gandhi's 
conduct as “ irrational and unfair '' and ** amounting 
practically to coercion," a view which found many sup- 
porters, The first reaction in Hindu circles may not 
unfairly be said to have been one of resentment. 

Discussion took a new turn with Mr, Gandhi’s state- 
ment issued immediately on his release. In this he took 
occasion to declare that his views about civil disobedience 
had undergone no change whatsoever. He went on to 
propose the suspension of the movement for a month or 
six weeks, apparently on the ground that during his fast 
all civil resisters would be “ in a state of terrible suspense,” 
The next sentence constituted an appeal to Government 
to acknowledge this concession and unconditionally dis- 
charge all “ civil resisters ” in jail. Other pronouncements 
were that civil disobedience could not be withdrawn so 
long as so many civil resisters were in prison, and that 
no settlement could be arrived at so long as Messrs. 
Vallabhai Patel, Abdul Ghafur Khan and Jawaharlal Nehru 
in particular were “ buried alive.” 

KXK 2 
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How • •tatcment of thia 1^ was to be reconcitod wMi 
the opening words of his telegram to the GoremnWffl* tt 
which we have already quoted, only Mr. GandM 
perhaps can say. If words mean anything, he seems q»en 
to the charge of having been disingenuous. Perhaps tlm 
most significant item in the whole statement was ^ 
expressed hope that he would be able to “ tender advice 
to Congress leaders and to Government,” and to “ take 
up the thread at the point where it was interrupted on 
my return from England.” 

Whatever the original doubts entertained in Congress 
circles regarding the fast, they were quick to seize upon 
the statement as a weapon in argument. It was pro- 
claimed as a generous and statesmanlike gesture which had 
fundamentally altered the whole situation ; the suspension 
of civil disobedience was declared an eirenicon which no 
government could disregard. It is probable that hopes 
were entertained that a few days’ campaign to this effect 
would produce such reactions in the United Kingdom and 
in India that the Government would find it impossible 
not to enter into some kind of negotiation with Mr. Gandhi. 
In that event the prestige of the Congress would have been 
restored. The prompt appearance, however, of a brief 
government communique referring the public to the Home 
Member’s statement in the Legislative Assembly as still 
representing the government attitude came as an effective 
douche to any such hopes. The following sentence from 
the Home Member’s statement sums up the Government’s 
position : “ There can be no co-operation under the 
menace of a revival of civil disobedience.” 

A government holding such views was obviously wise in 
publishing them at the earliest possible moment before 
expectation and rumour had time to grow. The statement 
appeared in some papers that the government communique 
had forestalled a reference from London which would have 
led to further discussion. This was promptly denied from 
London and its publication seems at best to have been a 
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cne of the braig father to the thae^, hut «lti»e 
pnhdiljF a ddibente attempt to off ih a ^miltftr 
hufticw Lomiba ^amst Simla. mtentpttance with 
whkh the natknuliat press coodenmed the Oorerument’s 
attitude is perhaps a measure of the hopes thejr had enters 
tatuedy udiich that attitude so rudely shattered. 

The actual circumstances of the fast might fairly be 
described as bizarre. A proclaimed ascetic, revered as 
such, embarks on a fast in aid of the untouchables to whom 
he has devoted his activities, but that fast is carried out 
amid every incident of publicity and luxury, with an array 
of doctors, nurses, appliances and comforts far beyond the 
range of possibility open to any but a millionaire. This 
aspect of the situation did not go vnthout comment in 
any branch of the press, but Moslem organs were by far 
the most outspoken and pungent. A Calcutta journal 
applied the blunt word “ megdomania ” to Mr. Gandhi, 
and a Frontier paper, after praising his “ unparalleled skill 
as a bluffer,” went on to suggest that after his fast he should 
retire from political work and try to live “ as Sadhus and 
Sanyasis ought to live,” in self-imposed and unpretentious 
obscurity. 

Mr. Gandhi declares his fast the result of a peremptory 
call from within. This does not, however, render invalid 
the suspicion that the peremptory call may have been the 
result, possibly unconscious, of long pondering on his 
own and the Congress position in the country. At any 
rate, even admitting no such derivation, it is incontestable 
that he was prompt to use his decision for the furtherance 
of Congress ends. The chief ambition of Mr. Gandhi 
and his associates is his restoration to the position he 
occupied two years ago, when with Lord Irwin he filled 
the Indian political stage. Had he succeeded he would 
tmdoubtedly have ascended to heights of popularity and 
infiuence approaching those which he enjoyed before. 
By his failure, on the other hand, he has dealt his own and 
the Congress position a severe blow. Indian parties dislike 
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wlio fail, ^ potabk feature of the pm in 
receot wedka Itaa been an amount of personal asddsni 
of Mr. Gandhi such as has never hitherto occurred. The 
denunciation bjr Mr. Patel and Mr. Bose may perhaps be 
put on one siA^, as that of admitted extremists. But ^ 
over the country Hindu opinion has become alive to the 
errors and wealmesses oi their once revered leader. One 
prominent Indian politician complained that the &st 
system and a single individual’s “ monopoly of God ” 
produced total suspension of judgment, paralysis of reason 
and the emergence of abject credulity. The leading 
article in Mr. Chintamani’s paper of July 29 remarks: 
“Mr. Gandhi is truly a Mahatma, but he demonstrates 
more and more that he is a misfit in politics.” 


II. The Civil Disobedience Movement 

T he civil disobedience movement has retained its 
prominence during the period under review, but with 
a difference. Formerly its importance was that of a threat 
to the whole system of government ; during the past 
wceb it has commanded interest from the differences 
among its previous supporters over its projected abandon- 
ment. As has already been remarked, whatever the actual 
origins of Mr. Gandhi’s fast, it quickly developed a close 
connection with the survival of civil disobedience as an 
organised method of Congress effort. 

Civil disobedience, as we have seen, was suspended during 
Mr. Gandhi’s fast. On its expiry, as a result of his slow 
recovery, the suspension was continued tiU July 31. The 
first suspension had been accepted generally. The second 
wa freely questioned, a Bombay journal describing it as 
cowardice and betrayal. On the other hand, the second 
uspension seemed to inspire to a hitherto unprecedented 
'Oldness and clearness of statement that section of Congress 
pinion which favoured the abandonment of civil dis- 
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Tlie Ciiiil l^tobedioiee Movement 

^oliecfeaoe vadioiitt«tt^ as i proved fsiloie. On iH&f 
imm wide die cr g eoces became qnidc^ appafcmt. Foii^ 
eiaef eoatributioa to tbe dsscusme was a& open 
letter pel^sbed on June 24 by Mr. Asaf AU, an influential 
Moslem Coi^essman of Delhi He declar^ the Gandhi 
prq^ainme, udiich had been before the country fm fourteen 
years, to be a virtual failure and said that for Cmigrmsmen 
the time had come to take stock. The Congress needed a 
new enthusiasm for a new objective, and this, he said 
“ should be the ballot-box front.” 

His letter, which ran to considerable length, was really 
a searching criticism of the whole Gandhi theory and its 
supporters, but was far from an abandonment of the general 
aspirations of the Congress. His suggestion was that 
the Congress should make it clear that they meant to take 
the fullest advantage of the constitutional machinery to 
advance their aims and aspirations. If the amendments 
they desired in the constitution were carried out in the 
right spirit they should work it with a will, otherwise 
pursue a fighting programme from within. There was far 
more urgent constructive work for the Congress to do than 
the revival of civil disobedience in order to maintain a' 
principle, and he concluded by saying that a clear offer of 
co-operation for five years as a test period would shift 
the onus on to the shoulders of the British. 

This important and interesting letter produced a great 
volume of criticism and discussion, and undoubtedly 
forced attention to the issue with which it dealt. Clearly, 
too, it encouraged many who otherwise might have equivo- 
cated or kept silent to express their opinions. So marked 
became the volume of criticism that a meeting of Congress 
leaders fixed for July 12 at Poona had to be expanded into 
a large conference. From this conference emerged another 
of those solo performances of which Mr. Gandhi is so 
fond. The proceedings of the conference were kept secret, 
but it is clear that a large body of opinion was in favour of 
the unconditional withdrawal of civil disobedience. To 
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duty howcrer, Mr. Gandhi was retdlutely qspoeedy aadi 
the final dcciwon wa« that he thould get into toodi 
the Viceroy in order to sccnre an interview, if po^H 
to ditcntt the position. In the event of failiure, civil <&- 
obediokce was apparently to be resumed. TTie rcrolt, of 
course, was what might have been expected. Mr. Gandhi’# 
second communication, professing surprise that the Viceroy 
should have apparently listened to unauthorised reports 
of confidential proceedings, came strangely from his pen, 
and carried little conviction, although the Congress press 
was loud in denunciation of the Viceroy’s “ obstinacy ” 
and “ obsession with prestige.” 

No observer could fail to note a certain hollowness in all 
this comment, and indeed it is doubtful if anyone in India 
ever expected any other issue. In interviews and speeches 
at the time of the Poona discussions, Mr. Gandhi had 
declared himself absolutely unconvinced of the advisability 
of an unconditional withdrawal of civil disobedience, which, 
he declared, would be “ nothing short of absolute surrender 
and tlic end of aU Congress ambitions.” He would, he 
said, prefer the movement to continue as long as a single 
honest worker remained. With such expressions on his 
lip he could hardly be surprised at the result of his appli- 
cation for an interview. 

The position became even more involved after this 
correspondence, but the current in favour of abandonment 
was clearly strengthening. The next stage was the pro- 
mulgation on July 23 of certain instructions regarding 
Congress work by Mr, Aney, the acting President. The ' 
chief items in that manifesto were that mass civil disobe- 
dience, including no-tax and no-rent campaigns, should 
be discontinued ; that all Congress organisations should 
for the time being cease to exist, provided that dictators 
were continued ; that all prsons able and vrilling to offer 
individual civil disobedience on their own responsibility 
were expected to do so, but they should not look for any 
help from Congress organisations ; while the concluding 



iUnt ^diit aS CoagressiBak vmhk to oSae 

iMifetwace vwete expected to caizf m an/ mutiracftive 
actiThies for vv&kh thef were fitted. The contents ^ tiha 
peedaur document had been foreshadowed in a press 
interriew with Mr. Gandhi a short time bef<»e, and the 
general belief, which has not been contradicted, is that the 
document was inspired or, as one paper had it, ** dictated ** 
hy Mr. Gandhi himself. The position it disdoses is 
peculiar, and, in some respects, incomprehensible. Civil 
disobedience is not to be unconditionally withdrawn, but 
the other provisions seem to amount to little short of such 
withdrawal. The statement has come in for severe con- 
demnation on all sides, even from papers such as the 
Tribunt and the Leader, which have for long steadily 
questioned the advisability of continuing the civil dis- 
obedience campaign. Their criticisms are based rather on 
the ineptitude of the document as a guide and on its 
arrogance in abolishing Congress organisations, which, 
remarks the Tribune, can, like the British Parliament, be 
dissolved only by themselves, not by dictators, whether 
their names be Aney, Gandhi or Cromwell. 

On July 27 Mr. Gandhi issued a long statement giving 
reasons for the Aney manifesto. He admitted that Congress 
as an organization was finding it increasingly difficult to 
render mass activity effective. He declared himself filled 
with joy at the progress made, but unable to disregard the 
danger of a sudden outburst of violence so long as “ violence 
of heart ” was not eradicated. All the experiences of western 
nations, he said, went to warn India that the way to peace 
and happiness did not lie through violence. He invited 
Congressmen’s attention to constructive activities such 
as Harijan service, communal unity, khadi, prohibition, 
boycott of foreign goods, development of village industries 
and so on ; in fact no branch of national activity need be left 
untouched. Regarding Council entry, he dedared that to 
think of working the reforms was, in his opinion, altogether 
premature, since no one knew what th^ would be nor when 
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vioald eoaie, tt flB. h woald be better to wait ^ 
refmtB* oune belore aofcme committed himself to wiHldiif 
dim. 

The stuck on this sutement and the attitade it rereala » 
gathering momentnmdailf. The of July 29 complains 
that “ there is iu> recogniti<m anywhere (in Mr. Gandhi’s 
sutement) of the cohnsal failure of direct action in existing 
drcumsunces in India,” iidiile the fribuiu shows by a 
searching analysis that his latest position points straight to 
political chaos and anarchy at a time when the crying need 
is for disciplined practical effort. 

Our period closes, therefore, with an apparent chaos 
within the Congress movement and gulfs wide and deep 
between its various sections and principals. The Govern- 
ment’s attitude towards the actual civil disobedience 
movement has played a large part in producing this sutc of 
affairs, llic importance of the consistent application of any 
policy in India has received marked confirmation. It 
would be a mistake, however, to attribute the present not 
unpromising position only, or perhaps even primarily, to 
administrative action. The publication of the White Paper, 
the gathering of a Joint Select Committee and the inception 
of its discussions have brought home to all sections of 
political India that the changes sponsored by His Majesty’s 
Government arc in fact on their way. Whatever their 
demerits, whatever the irritation they cause or the censure 
they invite, there they arc as concrete indications of inten- 
tion. A large mass introduced into a chaos of discrete 
particles acts as a centre of attraction tending to produce 
either amalgamation or, at any rate, regular motion with 
reference to the centre of attraction. This physical parallel 
might perhaps be applied to the appearance of the pro- 
posals of His Majesty’s Government in this shifting Indian 
world of conjecture, allegation and aspiration. It has truly 
been uid that the later policy of the Government has been 
twofold, i.e., to put down lawlessness with one hand, and 
to frame constitutional proposals with the other. It would 



dy Foilbif ^axst 

ht daS^enhi «o attt&nte fmoiitjr in importUMe; it 
cetniii]^ be «atd, InweTer, that it ia <aiy the eipmtioa 
fmi pum <rf both atdefi of the GoTemmeot’s pot^ that 
loM produced the state of a&urs we see to-da7. it is thus that 
the idea of the White Paper as the true badcgrotmd wifi be 
reaJised. 


III. Tm RxAcnoKS to the Pooka Pact 

R eference has been made to Mr. Gandhi’s anti- 
nntonchability campaign and to the doubts, hesi- 
tations and suspicions it provoked among Hindus of vaiying 
classes. Though on a first glance this might seem to be 
a purely social matter, it has for many, and not only for 
Hindus, a strong political significance. TTiere must be many in 
India now convinced that haste is unwise in other compacts 
than matrimony. From both Depressed Classes and 
Hindus clamour has been rising against the provisions of 
the Poona Pact,* concluded last September in such dra- 
matic circumstances and acclaimed so loudly at the time 
as a proof that Indians could solve their own differences. 

The chief effect of the Pact, it will be remembered, was 
to give the Depressed Classes by reservation in the joint 
electorates 148 seats as against the 71 accorded to them 
by the Communal Decision under separate electorates. 
Dr. Ambedkar, the leader of the Depressed Classes and their 
chief representative in the negotiations which produced the 
Pact, shortly before his departure for England as one of the 
Indian associates of the Joint Select Committee, had an 
interview with Mr. Gandhi on the subject of a desiderated 
modification of the Pact from the Depressed Classes’ side. 
This modification related to the provision in the Pact 
for the primary election by Depressed Class voters 
of a panel of four candidates, from which the general 
electorate should choose the incumbent of the reserved 
seat. Dr. Ambedkar’s desire was to get rid of this 
• See Thi Rovmd Tails, No-. 89, December 193*, p. 155. 
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pnaury tkctkm tnd l»ve * BUglc dcctioa bf the geU^ 
electorate with a proviso that no Depressed Class caiuh- 
date should be elected who did not seenre a certain fixed 
proportion of the votes of that community. When asked 
whf he had originally assented to this provision in the Part, 
Dr. Ambedkar pleaded the hurried nature of the negotia- 
tions. Mr. Gandhi gave him little encouragement and 
declared that he would not readily accept the proposed 
change. 

The hesitation of the Depressed Classes with regard to 
the panel system is based mainly on grounds of expense, 
and clearly there is something anomalous in the poorest 
section of tlie electorate being required to face a double set 
of elections. Other considerations, however, are also 
present. It is clear that Mr. Gandhi and those with him 
think it quite likely that there may not be any need for a 
primary election at all. If, for example, nominations 
numbered only four there could be no election, and it seems 
to be assumed that the language of the Pact does not make 
it essential that there shall be a primary election. Yet 
from the Depressed Classes’ standpoint the only guarantee 
that they will themselves be able effectively to control the 
selection of their representatives is that a primary election 
should take place. In its absence outside influences could 
almost certainly arrange that one at least of the persons 
nominated would be an individual likely to be amenable 
to Hindu or other persuasion. Any such individual would 
of course count on the full suength of the Hindu vote and 
would almost certainly be elected. Hence, it may be, Mr. 
Gandhi’s objection to the alternative proposal put forward 
by Dr. Ambedkar ; the requirement of a minimum propor- 
tion of Depressed Class votes would impede the free 
exercise of Hindu predominance in the general electorate. 
It is not, it is suggested, unfair to detect in Mr. Gandhi’s 
opposition some consideration of Hindu advantage, and 
not only solicitude for the true interests of the Harijans. 
Nor is there any reason why Mr. Gandhi should not study 



TheilMcti^t ^ Fodatt' Pact 

iim iuta mm of ^dme ^Hbdse kadcr coasiden IdittMif 
to be. Hie tr&mu of Lahore^ a paper oaiudljr notaUe Iw 
ndepnuleine of vie#, has given qualified #ipport to 
Ihi AiBbedfcar*8 proposal, bnt on the whole Hindu cqnnion 
kt adverse. 

It might be expected that Moslems would take little 
interest in this question. They are, however, suspicious 
of I£ndn n^otiations with regard to it, and feel that their 
object is by nunipulation of the Depressed Classes* vote 
and representation to add to effective Hindu influence in 
the legislatures. The general Moslem preference nf%ht 
be said to favour a smaller number of Depressed Class seats 
elected by a separate electorate rather than a larger number 
derived from a joint electorate, on the grounds that the 
smaller number would be more homogeneous and individual, 
whereas the larger might as easily become a mere reinforce- 
ment of the ordinary Hindu representation. Hence a good 
deal of acrid Moslem comment. The Eastern Times of 
Lahore dismisses Mr. Gandhi’s attitude as “ sheer despot- 
ism.” It declares the Poona Pact to be ” the fruit of this 
quite illegitimate pressure,” and suggests that in view of 
all the circumstances “ it is quite time that this Pact, to 
which no one adheres, was abrogated.” 

The chief opposition to the Pact on the Hindu side comes 
from Bengal and has been brought to the notice of the Joint 
Select Committee. There is at first sight something 
anomalous in the position which the Pact accords to the 
caste Hindus in this province. They- predominate in 
education, wealth and general influence, but in the Legis- 
lative Council they will have only about a fourth of the total 
membership. Hitherto their efforts have been concen- 
trated on memorials and representations with the object 
of obtaining some modification of the distribution embodied 
in Appendix III to the White Paper. His Majesty’s 
Government have adhered to their attitude of advocatix^ 
no change in this document which is not demanded by the 
interests concerned. What -the Joint Select Committee 
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win iMltite i$ » BWtter for the futnre. But if the 

tion tUnds in it» present form, it is imt lihefy ih»t Beiq^ 

Hindos will accept the decision with a good grace. 

One line of attack is to allege that the number of settiB 
given to the Depressed Classes in Bengal grossly Exceeds 
the proportion of these classes to the population, an excess 
whi^ is doe to an erroneous classification of commumties 
under this head. Indications have already appeared in the 
Press and elsewhere of a disposition to attack this classifica- 
tion, The Franchise Committee’s Report will suffice to 
sl^pr the divergent views entertained on the question of 
what constitutes the Depressed Classes, and political Hindu 
opinion would favour a restriction to the untouchability 
criterion. The whole problem bristles with difficulties ; 
we have not by any means heard the end of this particular 
issue, and the enunciation of a Joint Select Committee 
recommendation will not of itself close the discussion. The 
allegation that the Depressed Classes will be over-repre- 
sented in the councils, although most often heard in Bengal, 
is frequently made in other provinces also, e.g., in the United 
Provinces and the Punjab. 

Presuming that the present allocations stand, and the 
actual system contemplated comes into force, it is not 
unlikely that it will be in Bengal, where the Depressed 
Classes have outwardly the most advantageous position, 
that their actual representatives will be most under the 
control of Hindu interests. The panel system is not in 
itself a complete guarantee that the Depressed Class occu- 
pants of reserved seats will in fact be independent repre- 
sentatives of these classes. 


IV. The Joint Select Committee 

T hough comment on the White Paper has not been 
absent during the quarter, there has inevitably been 
a marked decline in its volume since the spate in March and 



fixed hf the JoiatSekct Committee 
‘'fee 'lS» icod^ el afrplkxtions to g^ve evidence i^otdwdf 
he became dear that the wotild>be witneaeca mere iiiasjr. 
liRtteeTer deanodationa ma^ have greeted the propoaala, 
Ifindn (^>iiuo& had clearly decided that this at least 'was no 
occamon for a boycott. The change of view was most 
noticeable among Punjab Hindus, on whose behalf Pandit 
Nanak Cba«H departed to testify before the Committee. 
The Hindu Mahasabha at an early date decided to give 
evidence, and at the end of May Dr. Moonje took occasion 
in a speech at Saugor to declare roundly that, as regards ^e 
Jdnt Parliamentary Committee, the Mahasabha ‘‘ never 
had any faith in the kind of non-co-operation Mr. Gandhi has 
been preaching and practising ” but believed in “ responsive 
co-operation.” “ Whatever the constitution of the legis- 
latures,” he said, “ they should never be boycotted but 
worked to the best advantage of the country.” In pursu- 
ance of these views, the Mahasabha intended to give 
evidence, if invited — as of course it was. 

The absence of published proceedings has natmally 
tended to restrict the amount of comment devoted to the 
proceedings before the Joint Parliamentary Committee, 
but none of the main features has gone unnoticed and one 
cabled report produced a minor storm. The apparent 
delay, the nature of the first evidence, the strength of the 
Conservative opposition, or at least hesitation, all tended to 
produce a certain depression here. It was noticeable, 
however, that the extreme attitude of the, Lloyd-Chur chill 
school found little approval even among Europeans. 

The minor storm referred to is of interest not so much 
for the actual incident which occasioned it as for the light 
it sheds on political ideas and ambitions in India. The 
Secretary of State and Sir Malcolm Hailey were reported in 
messages to have expressed themselves in favour of 
granting Governors’ private secretaries in future the status 
of Elxecutive Councillors, of non-elected Ministers, of police 
legislation and rules being reserved for the Governor, and 

821 



Indit : Mr. <?andhi Agam 

of iHtmadal ocoond chambert. Tke reactioo wa» uained^ 
tte, and provindal Minkten, who happened to be in 
Sifi^atthe time for a departmental conference, sought 
obtained an interriew with the Vicero7 on Jidy 15 in 
which they protested against this apparent “whittBng 
down of provincial autonomy.” The following day a 
t0mmnipif was issued declaring that no such positive 
recommendations had been made, though the points had 
come up in the course of the evidence and tentative opinions 
had been offered, and in one case a purely personal prefer- 
ence expressed. The Secretary of State’s appeal, supported 
by Sir T, B. Sapru, Sir Austen Chaml^rlain and Mr. 
^frulla Khan, that his cviden< c should be considered as a 
whole was accepted here as reasonable, and there seems to 
be a growing tendency to admit both his courage and his 
difHcutties. 

The quickness of the reaction was significant and if, 
as was said, the proposal to seek an interview with the 
Viceroy prevailed with difficulty over a proposal to issue 
an immediate manifesto of protest, the strength of the 
feeling aroused becomes apparent. Moslems, particularly 
in the Punjab, reacted most of all. This incident illustrates 
how strongly the provincial view appeals to this community. 
At the centre it can never look forward to predominance, 
therefore, say its spokesmen, let us ensure the maximunx 
of scope for provincial units, in some of which ours will be 
the chief voice. Hence a general touchiness on the part 
of Moslems to anything calculated to detract from such 
autonomy as the White Paper proposals concede to the 
provinces. On anything affecting this issue it would be 
wise to walk warily. 

India. 

July *9, 1933. 
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T iSS break-ap of the Economic Confertppe haa had 
fewer immediate {»fchological effects than migbt 
have been expected after the sombre prophecies with 
which it opened. The shock — if it could be called a dmck 
— was the less disturbing because already in most countries 
thoe have been for the last six months (or longer) some 
encouraging symptoms of internal recovery, and a general 
hope that, even if President Roosevelt’s economic revolution 
achieves only half of what it aims at, the American contribu- 
tion to the rise in prices will be lasting. The manner of the 
Conference’s dying nude it a subject for ironic jest, but, 
while cynicism about international remedies has much to 
feed on, it would be a misreading of the temper of British 
industry to assume that a conscious plunge into national 
self-sufficiency, such as Mr. Keynes and Mr. Lloyd George 
in their various ways have advocated, finds much support. 
The prevailing mo^ was fairly reflected by Mr. Chamber- 
lain in one of the last debates before Parliament adjourned, 
when he spoke with some cheerfulness of the encouraging 
trends in industiy and employment but insisted that inter- 
national co-operation remained essential for full recovery 
The instinct for making the best of things led to a 
good deal of optimism over the June employment returns, 
which showed an increase of half a million at work since 
January, and over the picture they presented of improve- 
ment in most branches of industry. The better tone 
persisted in iron and steel, in most brancKes of engineering, 
the electrical industry, most textiles, boots and shoes, 
pottery and chemicals. As a set-off, the June trade returns 
were not too promising, and figures of railway goods traffic, 
bank advances and retail trading did not exhibit an upward 
trend. Most evidences suggest, however, that there has 
been no real check to the slow upward climb begun nine 
or twelve months ago. The July unemployment returns 
showed an apparent small increase, but, if holiday regis- 
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tnti<»ai in Scotland, Lancaalilre and Yoiialure wa» 
alknred for, thcf were encouraging; most manofactniisg 
industries again showed expansion of activit7. The Jnfy 
trade retnnu were better than those of Jnne. The 
Eemmisfs analysis of industrial profits for the June 
quarter shows the first quarterly increase for three years, 
and supports the conclusion that some measure of 
equiHbrinm has been reached in the finances of British 
industrial undertakings. That journal’s new index of 
business activity shows unmistakable signs of the 
beg^ning of an upward movement,” and suggests that 
deterioration was checked in 1931, and that since the end 
of that year the position has been held. The improve- 
ment in employment since January compares favourably 
with that in other countries, even the United States and 
Germany (for in the latter case the figures must be looked 
upon with suspicion on account of the large volume of 
seasonal employment anticipated by the early harvest). 
But while all this is good as far as it goes it is not a 
soificient foundation for the belief that things will come 
right of themselves, or, at worst, that the process will be 
long and hesitant. Most people would probably assent 
to Mr. Dennis Robertson’s dictum at the Liberal Summer 
School : 

The trsde cycle, for mysterious reasons of its own, started on 
the upgrade in the middle of last year, and I do not believe that 
the feather-headedness of the L^nited States Government, nor the 
awcllcd-hcadcdncss of the German Government, nor the flat- 
headedness of the British Government can stop it. 

But WTong-headedness can do much to hamper it. 

TTic recovery, such as it is, is so far too much a matter 
of internal and not of external trade, and the future of 
our exporting interests is almost as doubtful as ever. The 
gains from the series of bilateral agreements on which the 
Government is relying arc bound to remain too limited to 
form a substitute for the general freeing of the channels 
of trade. Among other causes of disquiet one need 
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iuMiiBee dkd ^rovrisg ftaa ci f^pcnese com^ietition 
and ilw •]i|iR&eQsiQi»‘-8ince tlie depredatioa of tte dbOnr 
•~«el Aduxioa infowis into maricets like Cam^ and Soutli 
Aatoiica in -vriuch sterling depredation had previon^ 
giren ns an advantage. 


I. Japanese Competition 

T he first of these, Japanese competition, is creating 
a special problem of commercial and political diplo> 
macy. Its first appearance as a menace to British export 
trade was in rayon, one of the newest of industries, and in 
cotton textiles, one of the oldest ; but the Federation of 
British Industries now instances as within the range of 
sevcjre competition heavy chemicals, electric lamps, cydes, 
buttons, zip fasteners, cement, and rubber boots and shoes. 
Pottery may be added. There is indeed no reason why 
any limit should be set to Japan’s capacity to enter success- 
fully into competition in most ranges of manufactures. 

So far, however, the problem has been presented mainly 
as one of cotton piece goods and rayon, which, apart from 
silk, are much the largest of Japan’s exports. Although, 
on the recommendation of the Import Duties Advisory 
Committee, the British Government has imposed extremely 
high specific duties on imported rubber boots and shoes — 
aimed dearly at Japanese goods — the demand for fiscal 
defence has expressed itsdf in relation Jess to the home 
market than to the Empire, and especially to the tropical 
and Eastern colonies and dependencies. Earlier phases of 
the movement for action against Japan were described 
in a previous number.* As expressed in the resolution of 
the Manchester Chamber of Commerce in December, 
the modest request was (i) that India’s fiscal autonomy 
should be subordinated to the interests of Lancashire 
producers, and (2) that high preferences for British goods 
* Tbs Round Table, No. 90, March 1933, p. 354. 
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i^iaimt foreign onnpetitors, Japea is partictdar, slioi^ ht 
gnuited in all the noo-seif-goveming cdknuea. Hit 
pdu^ erf imperialist domination was not taken up hjr dte 
Government for pretty obvious reasons, and die-han£tm 
in Lanouhire has now fortunately given place to saner 
counsels. The Manchester Chamber of Commerce, which 
in December was threatening to wreck an Indian settlement 
if the Government would not make India take Lancashire 
goods, was in July preparing to co-operate with the Indian 
cotton industry, and admitting the Indian premise that 
opposition to India’s claims for self-government should be 
withdrawn. The explanation perhaps represents less a 
victory for reason than one for the hard facts of Japanese 
competition. 

In recent years the grievance of British producers against 
India has been that their goods have been pushed out of the 
market by the rising tariff imposed in the interests of 
Indian producers and by the boycott employed as a means 
of nationalist agitation. Hence the persistence of the 
demand for interference from Whitehall and for a firm 
hand with Indian politicians. A straight answer was given 
by Mr. Baldwin in a speech at Manchester on June 29. 


AnyMy who telli you that you are free to go back on it fthe 
riKjJ Autonomy Convention], or that yon can go back on it, is 
lelbng you something that it not the case. ... No British Govern- 
ment can do, or wUl do anything of the kind, of whatever party it 
»^y be. . . . Whatever aafeguards we have, the real safeguard is 
the maintenance of goodwill. If there is not a basis of goodwill 
your trade will eventually wither away Whatever a Govern- 

ment may do you cannot prevent a population nowadays, cspeciallv 
w «wnul . . . population, if it considers that it has been unjustly 
^ted, from expressing it. feelings by refusing to buy goods. . . 


But since Japan’s derscemt into currency depreciation-— 
m which followed Great Britain after a few months- 
the issue ^ no longer between Lancashire and the 
Indian mills, but between both of them and Japan. In 



lapftiieae Gompetidim 

|i{Mn exported to India an aannd average 
ol ^OI^OOCVOOO square yards of cotton piece goods; in 
1933 aiae exported 644,000,000.* She undersold the Inchan 
Mitlln, notwithstand^ their cheap labour and their high 
tariff protection. It was to meet this domestic crisis 
dut the Indian Government opened the offensive agmnst 
Japan. In April, six months’ notice was given to end the 
Indo-Japanese commercial treaty, which accorded most- 
favoure^iution treatment, the intention of the Indian 
Government being to clear the way for the imposition of 
exchange dumping duties against Japan. This was com- 
monly regarded in Japan — where the constitutional niceties 
of the imperial connection are scarcely appreciated — ^as a 
blow dictated from Lancashire, the last thing that could 
be said of it. On the British side, Mr. Runciman then 
made the first move by proposing that British and Japanese 
industrialists should meet in London to discuss the problem 
of competition in all markets. As a hint of the seriousness 
with which he viewed the matter, this was followed by the 
giving of twelve months’ notice to withdraw West Africa 
from the scope of the most-favoured-nation treatment 
accorded by the Anglo- Japanese commercial treaty, and by 
the imposition of higher duties on foreign cotton goods 
in Malaya and East Africa. While the Japanese Govern- 
ment and industrialists were disputing with the British 
Government about the conditions of the London meeting, 
the Indian Government stepped in with a crushing blow. 
The duties on non-British cloth were raised from 50 to 
75 per cent. This incidentally gave Lancashire the 
windfall of a greatly increased preference. Japanese 
opinion was whipped into fury and reacted with threats 
of a boycott of Indian cotton, of which Japan is the chief 
user. Indo-Japanese negotiations for a new treaty became 
inevitable; neither country could afford to sacrifice its 
valuable trade. But, equally, direct British-Japanese dis- 
* See “ Factors in Japanese Competition,” a report of the Joint Com- 
mittee Cotton Trade Organiutions, p. 6. 
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omkatt could not be of much tuc^ for the British ooold^:^ 
for Ind i^ end the Japanese pat India before everfthiz^ 
dM. The only solution so far advanced is the Britidi 
proposal of July 20 , that tripartite discussions should take 
^Ke in India between textile represenUtives of India, 
Great Britain and Japan, on competition in those markets 
in which the Indian cotton industry is interested (f.g., 
India, Ceylon, Malaya and East Africa), and that con- 
versations between Great Britain and Japan about other 
markets should follow in London later. 

Japan’s acceptance has yet to be notified ; it may not 
be readily given. But the procedure suggested obviously 
represents on our part an important extension of the 
Ottawa principles. It presupposes agreement between 
India and Lancashire as to the place to be filled by British 
goods in the Indian market. The discussions arc to be 
held in India, so that there will be no derogation of Indian 
status. British industrialists will be associated with 
the negotiations for an Indo-Japanese treaty. An agree- 
ment on cotton must almost of necessity involve a more 
general interchange of preferences between the two 
countries. The underlying conditions were stated by Mr. 
Mody, the spokesman of the Indian cotton industry, 
in a speech at Manchester on July zi, in which he 
offered co-operation with Lancasforc, “ if it were felt 
in my country that Lancashire interests could be relied 
upon to lend their support to a solution of the political 
problems of India which would be in harmony with the 
views held in every responsible Indian quarter, and if, 
moreover, it was made clear that Lancashire really acknow- 
ledged the right of India to frame her policy, whether in 
regard to tariffs or to any other measures, with reference to 
her own needs.” 

The discussions in India next month will show whether 
it is possible to agree upon a division of markets between 
Japan and her competitors as a possible alternative to a 
disastrous war of uriffs and prohibitions. Aareement as 
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din«oa«C muiDetB as«anM& tlbc ezuteaoce of qioCBs* 
rognlxted exports and possibly price arrangements. €!an 
these devices hdd against the pressure in Japan to expand 
prodoction and export f Japan’s case as presented in her 
recent propaganda is simple enough. It is that she must 
eapm't to live, that her industries have been built up on 
efficiency of production, that the charges brought against 
her of sweated labour are grossly untrue, and that her 
competitors are envious only because their industries are 
not efficient and their labour costs high. The advantages 
of exchange depreciation are admitted, but are brushed 
aside as transient, for Japan professes herself as anxious 
for exchange stabilisation and a return to gold as any other 
country. 

A recent important report, “ Factors in Japanese Com- 
petition, 1924-32,” issued by the Joint Committee of 
Cotton Trade Organisations, gives good reasons for thinking 
that the advantages of the depreciation of the yen may 
not be quickly lost ; a rapid compensating rise in wages 
and in the internal price level cannot be relied on in a 
country which depends so little on imported foodstuffs. 
But, as the report points out, “although the fall of the 
yen is sufficient to account for the additional severity of 
Japanese price competition during the last few months, it 
does not explain the previous spread of Japanese exports 
or the relatively low prices at which Japanese goods were 
sold while the exchange was normal.” 

When the exchange factor has been disposed of (the report adds), 
Japan will be left with the advantages in cost of production whidi 
she possessed before her departure from the gold standard. Up 
. to 1930 a large part of Japan’s improvement in costs arose from 
bringing her industiy up to European standards of efficiency. Any 
further advantage she may gain from new inventions or improved 
methods will be equally open to her competitors. The sole advanr 
Uge left, therefore, is that of labour cost. The experience of 
European nations has been that as industrialisation proceeds, wages 
and standards of living rise, and it is probable that the same process 
will be f(Aowed in Japan. Progress in this direction, however, can 
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oofy be flow, tad nqr important dunge is nnlikelf nBtfl w«M 
trade conditiona improve. 

The advantage for the present lies all on the side of 
Japan. The background of her technical progrew has 
been too little appreciated in this country. Thus in ^e 
cotton trade the number of active spindles per spinning 
operative has been nearly doubled, and the number of 
active looms per operative has been exactly doubled 
between 1926 and 1932. The production of cloth per 
operative has more than doubled. Meanwhile the actual 
earnings of operatives have been reduced. Even allowing 
for Japan’s relative backwardness a few years ago, no such 
comparable advance has occurred in this country, and as 
the Japanese industry possesses in addition a closely knit 
organisation, it will not be easy to bring Japan to a com- 
promise which will satisfy her belief in her industrial 
destiny. If she gave up something temporarily, who can 
set bounds to her future ambitions f 
There arc, however, practical difficulties in the way of 
even a temporary accommodation. The rationing of 
markets, which is assumed in the Runciman proposal, in 
the Indian negotiations and in the proposed alliance between 
the Lancashire and Dutch cotton industries in Dutch 
colonial markets, involves a certain degree of exploitation 
of the consumer. Ceylon has already objected to a prefer- 
ence for Ijancashire against Japan ; there is criticism in 
Wc.st Africa of the denunciation of the treaty. It may 
seem natural to the British producer that he should have 
a monopoly or an assured share of trade, but it does not 
seem so natural to the colonist, who has found Japan’s cheap 
goods more of a blessing than a curse in the present depres- 
sion. A good deal more assurance is needed that the 
high cost countries are straining every nerve to reduce 
their costs by improved technical efficiency and internal 
organisation and selhng methods. In these respects Japan 
has set an example which can be profiubly studied. 
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II. The Ihteenal iNDinrEiAt SntrATioN 

I F one turns from these speculative questions to look at 
the internal industrial situation, there is litdc fresh to 
record. Labour is quiescent, occupied mainty by internal 
discussions on the future of fascism in Great Britain, and 
by half-hearted agitations in favour of the 40-hoar week 
(with some isolated experimental attempts to spread work 
at the price of reduced earnings). month’s Trade 

Union Congress will again lack a positive domestic policy. 
Two points should, however, be noted — ^the position in 
the coal industry, and the curious situation in the cotton 
weaving trade. 

This summer has passed without a national coal crisis. 
On July 8 the gentlemen’s agreement for the maintenance 
of wages expired, but the miners’ fear that the withdrawal 
of protection would be followed by district wage cutting 
was not justified. The Secretary for Mines was able to 
give an assurance that the owners in no district intend 
to reduce wages so long as present conditions continue. 
This, of course, is not an effective guarantee, and Mr. Brown 
admitted that he had not been able to bridge the gap 
between the miners’ demand for a national settlement and 
the owners’ insistence on district settlements. The 
Government, instead, could only work for some form of 
voluntary agreement to promote peace.- But the Govern- 
ment is not prepared to go beyond admonitions, and there 
was a certain amount of logic in the protest of the Miners’ 
Federation, at its conference in July, “ against the attitude 
adopted by the Government, which, having embodied in 
legislation the principle of the national regulation of pro- 
duction and prices, refuses to extend the same principle 
to the regulation of vrages, ai^ refuses to bring pressure 
upon the coal owners to keep faith with the miners,” 
The Federation gave its executive “power to take any 
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action, bclnding the caUii^ m a national stc^>page, sluRihl 
wages be attacked in any district in the meantime.” Tins 
has a sound but cannot be taken at its face 

value. The present leadership of the Federation is not 
rash aivd vrill not precipitate trouble. Moreover, a rutumal 
stoppage could only be enforced by breaking a number of 
district agreements ; before the Federation is in a position 
to employ its full strength it will have to possess the power 
to end all district agreements simuluneously. 

The Federation had no part in the stoppage of the 
Welsh anthracite coalfield which began on August 15. 
The cause was a series of local grievances, and an unfor- 
tunate feature of the dispute was the men’s decision to 
strike before the investigation of the grievances, to which 
both parties were agreeable, was begun. 

The main difficulties of the coal industry are not, how- 
ever, on its labour side. There is still no progress to report 
in the long discussions among the owners for the amend- 
ment of the marketing schemes. It was an unfortunate 
omission from the Labour Government’s Act of 1930 that 
no simple process for the initiation of needed reforms was 
put in the hands of the Mines Department, which stands 
above the conflicting interests among the owners. On the 
side of amalgamation more can be said. The Coal Mines 
Reorganisation Commission is pressing on with its schemes 
of amalgamation in the smaller coalfields, but still has some 
stiff legal warfare in front of it. In its external trade the 
industry has gained something from the treaties with the 
Scandinavian countries. It may also look forward to some 
alight assistance from the subsidy for the production of 
motor spirit from coal. The subsidy was announced in 
July— but this expensive new industry is unlikely for 
time to come to take more than the production of a single 
medium-sized coUieiy. 

The cotton industry unfortunately retains its interest 
for the student of the pathology of industrial relations. 
After three years of contention over the question of in- 
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cfUUBg die ani&lstar d looms wodtod hjr each wetTer» sa 
H gKemeat Icmt the gradual extension of this labotu^saviag 
dei 4 oe was reached last December. Under the new systmn 
the weaver, instead of running four looms, runs six with 
the assistance of subsidiary labour ; the rate of earnings 
per loom is lower, but the total earnings are higher, and a 
mininnnm wage is provided. No sooner, however, had the 
plain cloth districts begun to change over to the system, 
with its accompanying displacement of labour, than its 
whole basis becune undermined. The trade unions were 
prepared to pay the price of the displacement of 30 per 
cent, of the labour — ^they had fought their battle against 
it and had lost. But it is not a price that all the operatives 
are willing to pay. Low as are weavers’ earnings, men 
and women in some of the districts were ready to take 
lower wages all round rather than see comrades thrown out 
of work. In these districts bargains have been struck 
between the employers (mostly non-federated) and their 
weavers (union members defying their unions) under 
which the operatives will continue to run four looms, but 
will receive only the six loom rate for each loom, a stiff 
reduction of something like 25 per cent., leaving the 
weaver only 30s. or less for a full week’s work. By this 
means the whole basis of collective agreements in the 
industry has been shaken. The low wage employer reduces 
his weaving costs and competes favourably with both the 
six loom system, which has to meet the additional cost of 
subsidiary labour and also of more , slowly running 
machinery, and the ordinary four loom system which works 
under a higher wage scale. 

Both the organised employers and the trade unions 
recognised the evil as a serious one, and the last few months 
have witnessed tht* spectacle of employers and operatives 
in an industry, which was once the classical example of 
the common rule, appealing to the Government to coerce 
minoritieB of employers and operatives to raise the labour 
costs of the one and the wages of the other. The industry 
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itielf is fxmerkBs. Thslempk^m* orgaaisstum l)ss, m 
weapon against groups of firms which are prepand to 
stand out ; (m the other hand, it is exposed to the danger 
of a sjrmpathetic stampede among its own members. There 
is no common conscience among buyers of cloth to insist 
on a “ fair wages clause.” The operatives have only the 
weapon of expulsion from membership ; they are too weak 
to do more than protest ; calls to strike would be ignored. 

For six months now, both the employers* and operatives* 
organisations have been denouncing the recalcitrants and 
appealing to the Government to step in. The Ministry 
of Labour, not unnaturally, has been shy. To begin with, 
wdut does the industry want ? Some of the employers’ 
leaders would go the whole hog and ask for a statutory 
control board which would license only mills paying fair 
wages. (The powers of Mr. Roosevelt’s Industrial Recovery 
Act would suit them admirably.) The operatives would 
like this, but would also be content vrith simpler measures — 
the legalisation of existing agreements, either by an ingen- 
ious amendment of the “ particulars ” clause in the Factory 
Act, or by the passage of one of the various Bills that have 
been presented to Parliament for the statutory enforcement 
of industrial council agreements. Any one of these 
courses assumes legislation, and this is hardly the Govern- 
ment to hasten to introduce the thin end of the wedge 
of State control into any large industry — except agriculture. 
One can hardly doubt that State intervention to assist 
reorganisation in the cotton industry will at some time 
become inevitable ; it is overdue. But State intervention 
for the maintenance of wage rates is another matter, and it 
is not surprising that employers in other industries should 
look sceptically on the cotton industry’s claim for special 
measures and that the other trade unions should have 
doubts about the transfer of their functions to the State. 

In the meantime the Ministry of Labour has been 
conducting an investigation into weaving trade wages on 
the results of which a new approach should be possible. 



Tile Ifidutttiid %iation 

It be that eraBe adtptatitm of the trade board to 

dk eottoaiwiiutiywcrald best meet the needs of the case, 
said diat sta t ntot y intervention might start out from die 
point of a minimnm rate of earnings rather than from the 
formal txmtmaance of an antiquated wages list. It may 
strfte the outsider as curions that the cotton indostiy, 
vdiich is trying to avert farther deterioration in its wages 
standards, should have as its chief competitor an industry 
— the Japanese cotton industry — ^whose labour costs are 
almost two-thirds less ! 

Among some of the industries which have benefited 
most from the protection of the home market there are 
signs of a movement for higher wages. In the woollen 
and worsted industry, which has been helped by the exclu- 
sion of competition, the employers have refused even to 
consider the question. But until there is some change in 
the cost of living the trade unions are hardly likely to 
become importunate. They are still on the defensive. 
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A t tlie instance of the British delation, the snb* 
comnuttee of the World Economic Omference, which 
was dealing with the question of government sabsidks^ 
placed sulraidies on ship construction and ship operation 
at the head of its agenda. The reason claimed for this 
priority was that shipping subsidies upset the whole 
machinery of international trade by depriving it of com- 
petitive efficiency in an essential service. On the other 
hand, several delegations argued that all forms of State 
assistance to industry, agriculture and trade were inter- 
dependent and could not be discussed separately. The 
result of the sub-committee’s deliberations, in any case, 
was nugatory. An absolute conflict of opinion emerged 
from the discussion of shipping subsidies. The necessity 
of explicitly recording failure to agree upon any inter- 
national action was obviated only by the tacit application 
of the French thesis that “the restoration of monetary 
stability was an essential condition precedent to any 
practical reduction of the amount of bounties and subsidies.” 


1. The Problem 

T he adjournment of the World Conference destroyed 
the best opportunity that has yet occurred of solving 
this problem by the only possible means — multilateral 
action among the chief maritime nations. Shipping subsidies 
arc largely a product of post-war economic nationalism. 
They arc associated, partly as cause and partly as conse- 
quence, with the slump in shipping freights and profits 
which has persisted with varying gravity since 1921. To 
them is to be ascribed in no small measure the existence 
of an enormous excess capacity in the ocean carrying trade. 
Between 1913 and 1931 there was an increase of 58 per 
cent, in the tonnage employed in the world’s international 
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seft>l»oinie tnd«^ Intt owing to the greater avenge speed 
of the veasda, and the more economical constrac* 

tioa» the canymg capad^ had increased by 75 p» coit. 
TTie tnde to be borne is at the present ti me only one- 
half what it was in 1913. There are at the moment 52 
million tons of shipping available for international trade, 
and emplcyment for only about one-third of that tonnage. 
It is, however, misleading to judge a long-term pheno- 
menon on the basis of conditions ruling in the trough of 
a world depression. But even if world trade had increased 
from 1924 at the rate at which it increased from 1904 to 
1913 t^ tonnage now required would be only about 40 
million tons.* 

Owing to the competition of surplus shipping, tramp 
freights fell by 7 per cent, in 1932, and were then on the 
average about 20 per cent, below their pre-war level. 
Working costs, on the other hand, stood at well over pre- 
war rates. In spite of cuts which had been recently 
enforced, seamen’s wages were still 60 per cent, above the 
pre-war level.t Even some of the greatest shipping con- 
cerns, under these circumstances, have been brought to 
bankruptcy, and the shipbuilding industry is almost at a 
standstill. That the problem is essentially a world-wide 
one, not confined to a few countries which have failed to 
stand the pace, is shovra by the distribution of idle tonnage. 
The only country which came near to employing all its 
ships (and it must be remembered that ships in service 
may be using only a small part of their carrying capacity) 
was Japan. In her case, the operations in Manchuria and 
northern China were absorbing, directly or indirectly, a 
great part of her otherwise idle tonnage. The other 
principal countries whose governments have resorted to 
shipping subsidies — the United States, France, Germany 

* Hie figures in the above paragraph are taken from a report of the 
British National Committee of the International Chamber of Commerce. 

t Tlieae figures are given in the latest annual report of the Chamber of 
Shipping of the United Kingdom. 
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Idm Tohiimj*,' "Ehd o» 193*.* 
(In n^ons of tons.) 



Shipping 

Laid 

Per 


owned. 

up. 

cent. 

United Kingdom 

19-6 

3-2 

16 

United States 

117 

3-8 

30 

Fnace 

3-5 

I-O 

29 

Germany . . 

41 

0-9 

22 

HolUnd . . 

3-0 

0-8 

26 

Norway . . 

4-2 

07 

W 

Italy 

3-3 

0-6 

19 

Sweden 

17 

0-3 

17 

Spain 

1-2 

0-3 

20 

Greece 

15 

0-2 

16 

Japan 

4-3 

0-2 

5 

Denmark . . 

1-2 

0-2 

16 

Other countries 

81 

I- 2 (c 8 t.) 

>5 


68-4 

134 

20 


and Italy — all showed a high proportion of tonnage laid 
up. The worst offender, the United States, had the highest 
percentage of all. These are facts to which it is worth 
while calling the attention both of the delinquents and of 
their competitors. 

The problem presented by this surplus shipping is three- 
fold. First, some equitable means must be devised for 
getting rid of some of the surplus. Second, agreement 
should be reached, in cases where rivalry on liner 
routes is excessive, for the avoidance of ruinous com- 
petition and the “rationalisation ” of the service. Finally, 
fair conditions of competition must be maintained by the 
abolition of government subsidies. 

Several countries have already adopted governmental 
measures to assist in the scrapping of redundant tonnage. 
Last year the German Government set aside Rm. 12 million 
{£600,000 gold) for the allotment of non-interest-bearing 
loans as a compensation for scrapping, at the rate of Rm. 30 
per ton scrapped. The maximum tonnage affected would 
• 7 h/ 7 imts, Februaiy aa, 1933. 
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tlKRioee be ^e a/ wo tmii. Uader « decree d Ocftdb^ 
1931, « acidit ci 10 milHoa fca (about £i mUlion at par) 
wai fumidbed in the ^paneae bm^et for the combined 
purpose of scrapjong old tonnage and building new> in the 
proportion of two tons scrapped to one ton built. The 
me oi bonus on new building varied from 45 yea to 54 
jnen per gross ton. The vessels to be scrapped totalled 
400,000 tons, and the replacement vessels 200,000 tons. 
In Italf, under decrees of 1931 and 1932, funds have been 
provided for the payment of a bonus of 25 lire per gross 
ton on the scrapping of 400,000 tons. The net reduction 
of tonnage involved in these three plans is thus one million 
tons. 

A special committee of the Chamber of Shipping of the 
United Kingdom, reporting in June last, came to the 
conclusion that, as several countries had already adopted 
scrapping schemes, scrapping could be undertaken with 
advantage by each country on a national basis, but that 
any scheme for laying-up, in order to be effective, must 
be international in the sense that agreement to operate 
it must be reached in a sufficient number of countries. 
The committee submitted two draft schemes for con- 
sideration by shipowners — a national scrapping scheme and 
an international laying-up scheme. In order to finance 
the first, uniform tonnage dues would be collected com- 
pulsorily through government machinery on all ships under 
the British flag entering United Kingdom ports with cargo. 
Otherwise there would be no government intervention. 
A board, representative of owners, would be responsible 
for purchasing ships for breaking up. The international 
laying-up scheme was generally similar, but uniform tonnage 
dues would be collected compulsorily from ships of all 
flags in each country adopting the scheme, and the fund 
would be administered by an international representative 
committee. The committee would determine from time 
to time the amount of tonnage which should be laid up, 
and for how long, in order to maintain equilibrium between 
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snp]^ and demaiui Onpenaatum would be paid in 
proportion to tite amonnt laid np. 

These sdtemes have encountered a certain amount ol 
adverse critidsm from British slupowners. This is no 
place to discuss the merits and disadvantages of tiutir 
particular provisions. The vital point is that the 00I7 
alternative to national or international schemes along gcner- 
alfy similar lines is the process of elimination by bank* 
mptcy or dereliction. This is a particularly protracted 
process in the shipping industry, for a number of reasons. 
One is that tonnage sold as valuable only in the breaker’s 
yard is often bought by foreign tramp owners and used 
on competitive routes, under national flags which do not 
entail such a high standard of seaworthiness as the Board 
of Trade prescribes. 

The rationalisation of traffic on liner routes is largely a 
French proposition. The French delegation to the World 
Economic Conference pointed out 

that on the great international steamship routes there had sprang 
op a ruinous and futile struggle between national flags which took 
the form of a constantly increasing competition in tonnage and 
speed and of a dangerous rate war which was a menace to the budgets 
of both shipowners and States. 

It proposed that the Conference : 

(0 Should adrise States urgently to invite the shipowners 
of the countries concerned to conclude international agree* 
ments for the operation of the great ocean routes under multi- 
lateral contract and to limit the tonnage of future construction, 
the governments reserving the right to supervise the execution 
of such agreements ; 

(a) Should su^st the joint operation, subject to the reten- 
tion of the national flags, of the vessds mentioned in the 
agreements and the detenaioation of routes, time-tables and 
international rates, regard being had to the tonnage, speed 
and comfort of the boats named in the contract ; 

{3) Should point out that the best practical method of 
control was to introduce a joint account covering the whole 
of the working receipts and expenses. 

The main objections to this kind of proposal are, first, 
that it is fntile so long as fair competition between the 
840 
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(iAwent fiber eamfmAes ht prar^Ced tike salMidniitioa 
of waam of than 1^ their goiranmients ; and« iecoii^ tint 
it is pot forwsrd 117 the conntrf nhkh, in the Aliui^ 
**iina** at anf rate, has not held its own, and is natnraUjr 
naaodos to make peace with its opponents. The first 
criticism is a sonnd one, and onr great liner companies 
wonld be wise to insist upon the abolition of government 
subsidies on the routes concerned as the prior condition 
of their participating in such a scheme. But udiether 
th^ can count on the continuance of their present com- 
paratrve success on certain routes is altogether another 
matter. Even if they can, success can be advanced and 
maintained only at the expense of a prolongation of present 
cut-throat conditions, under which even the best placed 
concerns can do little more than pare down their losses. 
International rationalisation, in our own interest, must 
come eventually. 

All the expedients, however, which have been proposed 
for dealing with the problem of surplus tonnage are futile 
so long as the policy of government subsidies on ship 
construction or ship operation continues. Otherwise, 
the stream silts up as fast as the dredges clear it. Even this 
country’s past record is not entirely spotless, since the loans 
made for shipbuilding under the Trade Facilities Acts 
bore a rate of interest — 5 per cent. — which was perhaps 
2 per cent, below the market rate ruling at the time for 
that class of security. Such loans totalled £30,750,000 
for the construction of British ships, £6,120,000 for the 
construction of ships under foreign Hags, and £2,020,000 
for shipbuilding plant. The application of the Acts to 
shipping and shipbuilding ceased in March, 1927. Mail 
contracts are made as far as possible on a commercial 
basis. 

In 1931, subsidies by the Japanese Government to ships 
carrying the mails amounted to 2,650,000 yen (£260,000 
at par). From 1920 to 1932 they aggregated 155 million yen 
(£15 million at par). Between 1913 and the current year 
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J^pftoese mercaatik Qurine has incieased kom 
1,708,000 tcH» to 4,158,000 tons. Since 1918 the Gennan 
mercantik marine has been subsidised grant of pre- 

ferential railway rates. Last year the Reich Gomn- 
meat inteirened in the reorganisation of the principal 
shipping lines, guaranteeing loans of Rm. 77 million 
(j^3, 800,000 gold) at a maximum interest rate of 7f per 
cent. Altogether, direct loans of Government money, 
guaranteed loans and grants for shipbuilding or the opera- 
tion of ships have amounted to about £12 million at par. 
The Norddcutscher Lloyd and Hamburg-Amerika lines 
are now practically government concerns. In Italy, operating 
subsidies, chiefly in the form of mail contracts, reached 
an estimated total of 2,529 million lire (over £27 million 
gold) during the period from 1920 to 1932. Between 
1927 and 1932, furthermore, the sum of 632 million lire 
{£7 million) was advanced for new construction or for 
purchases of vessels. The French budget for 1931-32 
provided 196 million francs {£1,600,000 gold) for sub- 
sidising the costs of ocean mail services, principally those 
to the Far East, Australia, New Caledonia, the African coast 
and the eastern Mediterranean, and to Brazil and the 
Argentine. The aggregate excess of mail contract awards 
over the commercial value of the service has been estimated 
at 775 million francs (about £6i million) for the period 
from 1927 to 1932. Guarantees on the building and pur- 
chase of ships have been given, from time to time, to the 
total of 1,300 million francs {£ioi million gold), and lately 
a further sum of 1,000 million francs (£8 million) has been 
advanced to shipping companies in difficulties. 

But the worst culprit is undoubtedly the United States. 
The outlay of the American Government upon ship con- 
struction and operation through the United States Shipping 
Board, from 1916 to June 30, 1931, less repayments, was 
13,615 million (^743 million at par). This does not include 
expenditure for similar purposes by other departments. 
The total lass on shipping ventures incurred by the United 
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Ststes GwnamtMi Im been indepoaideiitfy' eetmuited at 
£ijaoo tdOboL* Ten-fear mail contracta nm^vu^ a 
guaranteed o^mpensation of some #300 nulbon 
(£€o millkm) have been awarded to private companka 
under the terms of the Merchant Marine Act of 1928. 
Con^nsation is based, not upon the volume of mail 
carried, but upon the size and speed of the vessels used 
and the length of the route served. The net operating 
subsidy on mail contracts — that is to say, the amount by 
which the compensation exceeded the commercial value 
of the services — has been estimated at $37.3 million 
(£7} million) down to June 30, 1932. In 1913 the United 
Sutes had only 2,017,000 tons of merchant shipping. 
Now she has 10,088,000 tons. 

The policy of subsidies has been accompanied by other 
nationalistic shipping legislation. The reservation of coastal 
trade for ships under the national flag is recognised in inter- 
national law as a legitimate exception to equality of treat- 
ment between foreign and home shipping. The formerly 
accepted interpretation, however, of “ coastal trade ” 
was what is known as “ cabotage,” namely, cape-to-cape 
sailing. This is not the interpretation favoured by the 
United States Government, which reserves for ships 
under the national flag the trade between the mainland and 
outlying or island territories like Alaska or Hawaii. The 
state of affairs on the liner routes between America and Aus- 
tralasia may be cited as an example. There, the Matson 
line, subsidised both in construction and in operation, 
competes with two indirect subsidiaries of the P. and O, 
group, the Union Royal Mail and the Canadian- 
Australasian lines. In point of speed and modernity, 
the Matson liners come easily first, though experienced 
travellers remark upon the compensating advantages 
of the British ships. Probably every line is running just 
now at a loss, the Matson line no less than the others. 

* By Sir Norman HOI in an addrcas at the Royal Institute of International 
Affairs, March 14, 1933. 
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Now tlw kgubuku tA lite totted State* ddMoa iJhe UidcMi 
Sae inm taking jMMaengen or freiglit between Hoadbln 
and SanFraadaca or Loe Ai^ka, except as part of a thrm^ 
paasage to or from anotW pent outside United Sutes terri> 
torjr. At tbe other end, Australian legislation lays down 
a like prohibition with regard to transport bermen one 
Australian port and another (sap, between Spdnep and 
Melbonrne). This prohibition applies, it most be obserred, 
to all non-Australian tonnage, whether British or not, 
and it therefore affects equally the Matson line and its 
competitors, who are on the New Zealand register. What is 
really comparable with the Honolulu-California traffic 
is the passage between Australia and New Zealand, which 
is open to competition by ships of any flag without dis- 
crimination. There has been considerable agitation in 
New Zealand for the conclusion of an Empire agreement 
for the reservation of trade between certain ports of the 
Commonwealth in different Dominions for British ships. 
At the same time, many interests in Australia are pressing 
for the modification of the coastal shipping laws in favour 
of all ships under British flags. Such a measure would be 
strongly opposed by Labour. 


II. Possible Solutions 


T he problem, however, is too wide to be solved by 
local expedients or unorganised retaliation. At the 
World Economic Conference, the delegations of Norway 
and the Netherlands, supported by the other Scandinavian 
countries, jointly proposed that 


I definite agrexment be conduded providing for the abolition, 
at the earheat moment, of all shipbuilding and shipping subsidies 
otto thsa such ts msy be nccesssry to s State for the 
ol Its sea communications on particular routes and the promotion of 
particular trades in which the Stale has spedsl interests: 


T^e exceptions thus allowed would render the agreement 
alto^ther valueless. There is scarcely any of the present 



wbkiL «Qdld not be jsstified n. wncwdnioe widi 
tlie dbove, tnrouy since in the bnt cceort tbi inc^mdiBal 
Stfite aunt be the sole jndige of svbat k neeeasaiy fw tbe 
aMuntenance of ks sea cosununkations or in what trades 
k has spectai interests. The proposal of the United King* 
^UB delation was more ind^ve. Th^ submitted: 

(i) That State subsidies for the construction of shipping for, 
or its maintenance on, competitive routes are uneconomic, can only 
kad to the granting ^ aindlar aubsidies bjr other countries and/cw 
protective measures in respect of shipping, which would deprive 
world trade of the economic and efficient sea transport it has so far 
enjoyed, disorganiae the world freight market, increaae the burdens 
on national budgets snd lessen the power of maritime countries to 
pay in aervices for imports and loans. 

(a) In these circumstances the countries concerned should move 
as rapidfy as possible towards the diminution and ultimate abolition 
of State assistance to shipbuQcUng and ship operation on competitive 
toutet. 


The United Kingdom memorandum received a good deal of 
support, including that of Norway and the Netherlands. 
The French delegation was of opinion that special cases 
exist in which national protection of a mercantile marine 
may be justified and must be regarded as legitimate, 
but that it cannot be justifiable to practise a policy of 
“ uneconomic ” bounties and subsidies. 

The representative of the United States made consider- 
able play with the question, what is an “uneconomic” 
subsidy. He poured scorn on the suggestion that govern- 
ment subsidies were responsible for the loss of equilibrium 
between world tonnage and traffic. He repudiated the 
British hint that the policy of subsidies might be regarded 
as a breach of treaties foreswearing discrimination against 
foreign vessels. United States policy, on the contrary, 
was directed towards securing equality for American ships, 
and no more. Congress had had in mind “ an equalisation 
of the costs of constructing and operating American ships 
and such costs in respect of foreign ships, so that vessels 
in the United States can compete for both cargo and pas- 
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•ogen on sobstandall^ equal terms with other maritime 
•tions/’ There could be no clearer admiffiion of the com- 
etithre inferioity of the American shipping industry, 
fhkh has to be heavily subsidised in order to put it on a 
noting of equality with its competitors. The United Stat« 
elegate made no bones about it. “ The United States,” 
e t i«d , “ intends to have a merchant marine.” 

It is dear, therefore, that world-wide agreement for the 
eduction and eventual abolition of subsidies is prevented 
y the intransigent attitude of the United States. That 
raves two general courses open to us. The first is to adopt 
policy of subsidies ourselvc;-- Nothing could be more 
jolish. Wc own nearly twice as much tonnage in service 
i does the United States. With our far smaller govern- 
lental resources, to enter into a campaign of competitive 
obsidics would be financially disastrous, and could only 
suit in a great increase of the present excess tonnage, 
'he other course is to adopt, in concert with other maritime 
ountrics, an international convention which shall interpret 
lie terra “ discrimination ” as it appears in treaties govern- 
\g shipping legislation. The purpose would be to leave 
lie signatories free to take, if necessary, common or inde- 
endent' action against subsidised shipping, by prohibi- 
ons, differential port dues, or other means. It must be 
nphasised that for us to adopt such a defensive policy 
ithout securing the co-operation of other countries would 
c to cut our own throats. The widest flung merchant 
larine must also be the most vulnerable. How many 
auntrics we could bring in with us it is impossible to 

‘y- 

Here is a matter, above all things, in which a common 
mpire policy would be invaluable. The united voice of 
1C whole British Commonwealth is much more likely 
) be heyd than that of the United Kingdom alone, 
he practical co-operation of a group of nations scattered 
Dong the four oceans and possessing nearly one-third 
the world’s merchant fleets would be an almost certain 



Sokttoiif 

amtffasce sfldc^ss on an issue concerning the terms ctf 
traffic hjr sea. At present, as the reference to the trans- 
Pacific services has indicat^ co-operation is very little and 
common policy nil. If the nations of the Commonwealth 
cannot join together on a matter which so vitally affects 
them all as does the future of the world’s mercantile maiia^ 
there is little hope of their successful collaboration on 
political or economic matters which less immediately touch 
their interests. 

There is, moreover, another aspect of the problem which 
is of critical importance for the whole Commonwealth. 
Our mercantile marine is an essential part of our defensive 
equipment. In wartime, our lines of supply are the main 
artery of our system. The navy itself, which defends our 
merchant fleet, could not carry on without an adequate 
supply of merchantmen to furnish it with provisions and 
bunkers. In the first year of the war, 20 per cent, of 
British tramp tonnage was placed under direct requisition 
by the Government, for the transport of troops and the 
conveyance of military and naval supplies. By 1916 the 
proportion had risen to 30 per cent. At the end of the 
war, British ocean-going tonnage amounted to about 18 
million tons deadweight, of which 1-8 millions was serving 
the navy, 2-2 millions the army, and 1-5 millions the 
military forces of the rest of the Empire. Over 800,000 
tons were absorbed in carrying American troops or on other 
military service for the United States. After allowing 
for further tonnage not available for importing work (e.g., 
under repair), there remained 10-3 million tons dead- 
weight which had to supply these islands, and to a large 
extent our allies as well, with the imported necessities of 
life.* 

These figures are sufficient to show the extreme impor- 
tance of merchant fleets as an auxiliary to naval and, 
indeed, all armed forces. In our case, the conclusion is 
reinforced by the island situation of Great Britain, by the 
* Allied Shipping Control, bf Sir Arthur Salter, pp. 48 and 345. 
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great distances dut separate her from the DominioBs 
and other parts of the Empire, and hj the reliance of hoc 
dvihan population upon oversea supplies. The pursuit 
of economic self-sufficiency might therefore diminish 
rather than enlarge our ocean strength. The facts demand 
that we should treat shipping subsidies, which constitute 
so acute a menace to our mercantile marine, as an urgent 
problem for the whole CommonwealtL Our own position, 
on the other hand, will help us to understand that of the 
United States and other naval Powers, The solution of 
the problem cannot be pursued in the economic field alone. 
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GREAT BRITAIN : THE GOVERN- 
IMENTS RECORD 


I. The Break-up of the ConferbniCe 

T he eagerlf awaited World Conference has come and 
gone. For all the doubtless sincere expectations of the 
Prime Minister that the Conference will reassemble before 
long and crown its actual endeavours with ultimate success, 
there is no doubt that the general feeling is one of dis- 
appointment. The delegates of the sixty-six nations of the 
world, assembled in the Geological Museum, have dispersed 
without achieving the purpose for which they assembled. 

Is the British Government to blame ? It is argued that, 
once President Roosevelt had rejected the bankers’ stabilisa- 
tion scheme, the Conference was virtually over. The 
President’s utterances certainly came as a surprise to public 
opinion in this country. A month earlier he had stated, 
with all the authority of a presidential broadcast declaration, 
that exchange stabilisation was one of the Conference’s 
three great objectives. Yethere he was describing immediate 
exchange stabilisation as “ an old fetish of so-called inters 
national bankers,” and announcing by implication that the 
United States was indefinitely wedded to “ the managed 
dollar,” and that exchange stability depended on the extent 
to which the rest of the world was prepared to keep step 
with the price levels of the United States. Little came of 
the long and laboured attempts made by the American 
delegates over the transatlantic telephone to extract a 
modified statement. The President expressed an aspira- 
tion for “ friendly co-operation ” ; but that did not alter 
the fact that “ the countries on the gold standard found 
themselves obliged to declare that, for the time being at 
any rate, it was impossible for them to take part in any 
discussion of monetary questions.” 

But whether the British Government should have 
accepted the situation as passively as it did has been widely 
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questioned. Was it for or against the American eatpeti^ 
ment ? Its spokesmen, the critics point out, had said in 
the clearest possible terms that the Government was 
working for a rise in prices. TTiis was wholly in accord with 
the vrishcs of what Mr. Churchill has christened ^‘the 


sterling convoy ” — ^the Dominions, the Scandinavian corin' 
tries, and others — ^who are wholeheartedly in favour of an 
active policy to raise prices. How, then, did the Govern- 
ment propose to carry out such a policy ? It did not augur 
well for its endeavours that, in practice, monetary policy 
has been directed towards stability against the continental 
gold bloc, with its fundamcritally deflationist tendencies. 
TTic declaration of monetary and economic policy signed by 
the Empire delegations to the Conference* was, therefore, 
warmly welcomed not only within the British Common- 
wealth but also throughout the sterling group. It atoned 
in part for the failure of the Conference, since it formed a 
possible basis for a vrider measure of economic co-operation 
than the declaration itself contemplated as an immediate 
measure. The co-opcration on monetary affairs to which 
the Dominions and the United Kingdom are now 
pledged IS itself of very great importance. The success 
of the Canadian Government loan, the first to be floated 
on the London market since before the war, and the satis- 
factory conversion of a considerable block of Australia’s 
sterling debt, are notable tokens of the new course that 
events are taking. 

One of the chief fines of criticism of the Government’s - 
beh.aviour at the Conference is to the effect that, in pursuit 
of Its declared policy of price raising, it might have developed 
p ans for international public works on the lines of the 
MacDonald-Roosevelt manifesto. Instead It seemed to 
favour the opposite line. It is worth setting down in actual 
quotations the change in the Government’s attitude At 
Washington on April 26, Mr. MacDonald and Mr. Roose- 
e jointly declared that “ enterprise must be stimulated 
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fa)r creatbag oanditiona favourable to buBmess recovery, 
arid GtmxiiiQdats ican contxibute by the devebpment of 
^}propmte programmes of public ezpenditiu«.” Mr. 
Rmaciman announced at Conference on July 15, 
apropos of the Government’s public worlcs schemes, 
** that we shall not reopen those schemes, no matter what 
may be done elsewhere”; and he asserted that public 
works, whether in Great Britain or elsewhere, were “ the 
most unremunerative way of dealing with the unemploy- 
ment problem.” It astonished people all the more, there- 
fore, when Mr. MacDonald included in his final presidential 
speech to the Conference some almost enthusiastic remarks 
about international policies of public works. He said that 
a discussion on how the policy of public works could be 
used 

would not only stimulate each nation to do what it can as regards such 
a policy, but might lead to action regarding large schemes which 
might benefit groups of nations. . . . Where this policy can be pur- 
sued in a businesslike and scientific way, and not merely as uneconomi- 
cal relief work, it has undoubtedly the advantage of improving prices 
in the very best possible way — ^namely, by stimulating consumption. 

In a debate in the House of Commons a few days earlier, any 
suggestion that the Government was divided on this subject 
was vehemently repudiated, but the clash, in spirit at any 
rate, between the statements of Mr. MacDonald and Mr. 
Runciman hardly has the air of complete unanimity. 

It is argued that the Government’s policy has been not 
merely inconsistent but weak as well. Whether Great 
Britain approves or disapproves of the theory of the Ameri- 
can experiment, its inception is far the most important event 
since the beginning of the world slump. Upon its success 
or failure may well depend the future of society as at present 
constituted. If it were to fail, the patience of the industrial 
unemployed and bankrupt primary producers might well 
give way to some form of reckless ^rect action. It was of 
the utmost importance that we should accord the experi- 
ment, once launched, eveiy assistance in our power. Great 
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Britato could luve demoastrated that she trished , it wel] 
while in riw*a»"«ng for her own part an inherent^ more 
cautious poUq^. Instead, it is alleged, the attitude on this 
side of the ocean has been riightty contemptuous, t^rtainlj' 
sceptical, and vaguelj discouraging. So argue the malcon* 
tents, who are hy no means confined to the elements it 
opposition to the National Government. The last debate 
of the session on the Economic Conference disclosed that 
this critical view was shared by a number of the youngei 
Conservatives. 


Defenders of the Government against the accusation oi 
weakness argue, on the other hand, that Mr. Roosevelt, bj 
banning stabilisation, prevented an agreement for a genera: 
lowering of tariffs. The combination of stabilisation and 
tariff reduction would undoubtedly have produced a 
general rise in prices. As to the demand for an alternative 
policy of price raising by national action, there was 
patently no need for it. Whether as a result of Americar 
action or for other reasons, prices were already rising, 
Without any specific government action, trade was begin- 
ning to improve. Why in the name of common sense, 
asked people of this way of thinking, interfere with its 
coarse just at the moment when the channels were deepen- 
ing ?• 


Wherever the fault lies, public opinion vrill no doubi 
lay some blame at the door of the Government. Ths 
Prime Minister was so very emphatic in his opening state- 
ment that the Conference “ must not fail.” For monthi 
the country' had looked forward to it as the throwing of s 
hfe-hne to shipwrecked humanity. It has failed. Resem 
^s not been effected. The lifeline may be thrown again 
1^18 p^ible that the Conference will reassemble later 
ihat wiff depend in part on our own policy, in part on th< 
course of world events in the meantime, especially in th< 

^erel! 

there can be the same determination and enthusiasm behinc 
For the view of Th* Rovkd Ta.u on this matter, see p. 731 



Tiie the Conference 

a ktef meetiiig. < It b difKcult to do these things twice 
Natioiul Government was sent back in its overwhelm 
ing strength with no less a mandate than to salvag 
cspitalbm. The summoning of the World Conferenc 
was the grand scale effort to cany out the trust. It wil 
not be surinising if the industrul districts judge hy th 
meagre results of that effort and swing over, so far as th 
jnesent organisation of industry is concerned, from defenc 
to attack. 

The real test of this Government, however, as we hav 
said ever since its inception, is the state of unemploymeni 
Tlie sute of trade is examined more particularly else 
where,* but the improvement mentioned in our last issu 
undoubtedly has been maintained — otherwise the resul 
of the Economic Conference might not have been take 
so calmly. Apart from the decline in unemploymeB 
figures, the improvement is evident in a variety of facet 
of our national life. There was, for instance, a surplus c 
j^688,ooo for the month of June on the unemploymen 
insurance fund ; in April it was ;^i02,ooo. The Pos 
Office receipts have always been regarded as a reliabl 
barometer of prosperity. Sir Kingsley Wood forecast i 
the House of Commons debate on July 24 that the surplu 
on postal services would show an increase from;^io,869,oo 
to j^l 1, 100,000. The unemployment returns continu 
to make more cheerful reading. Some commentators argu 
that this improvement is only temporary, being the fini 
harvest of our decision to leave the gold standard in 193 1 
and that the American inflation will initiate a new drh 
against British trade. Time will show what truth thei 
is in this contention, but it ignores the importance of th 
psychological factor in restoring prosperity. 


See p. 8*3. 
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II. The Problems before the Governmekt 

N evertheless the magnitude of the problems 
with which the Government is faced shows few signs 
of lessening. As regards the American war debt, it was 
relieved of its immediate anxieties about the June instal- 
ment, but the problem is by no means settled yet. What- 
ever Mr. Roosevelt’s own attitude may be, he has still to 
persuade an unwilling Congress to agree to terms which 
Great Britain, France and Italy can accept. In the mean- 
time, while discussions proceed at Washington, with 
Great Britain in the role of debtor, negotiations will have 
to be opened in Europe with Great Britain in the role of 
creditor. 

Again, Ottawa has been causing some disappointment. 
A strong view has manifested itself in both Houses of Parlia- 
ment that the Dominions are not carrying out the spirit of 
the Ottawa Agreements. Complaint is made that the 
Australian and Canadian tariff boards* have brought about 
no important reductions of tariffs, whereas dairy produce 
has been dumped by the Dominions on the United Kingdom 
market at less than its cost of production. Though Mr. 
Thomas was able to report an increase of trade with the 
Dominions, notably with Canada, he did not allay the 
general feeling of dissatisfaction. Of course, it will not 
be possible for at least a year to form a decisive opinion 
about the practical results of the Ottawa conference. Still, 
it was disquieting to note Mr. Thomas’s admission that no 
actual results had been obtained as yet from any single 
application made by British manufacturers to the Australian 
and Canadian tariff boards. On the other hand the 
government policy of quotas, directed with such assiduity 
by the Minister of Agriculture, is arousing across the seas 
similar recriminations about breaches of faith on our part. 
• An account of the Australian powtion will be found on page 895. 
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Tbc ProblcH^ l^re Go^dumcnt 

Qae xesnlt ii Ottawa lus been the demise of the Emi:^ 
hftohedng Board. The Government having notified the 
Dominums that it could no longer bear the whdle cost of 
the Board’s work, a representative Imperial Committee on 
Economic G>nsultation and Qj-operation was set up to 
consider the whole position.* Their report, t which is 
regarded hj a large body of opinion in this country as 
somewhat narrowly conceived, recommended the abolition 
of the Empire Marketing Board, coupled with the trans- 
ference of most of its activities in the way of scientific 
research to other bodies, and an extension of the powers 
of the Imperial Economic Committee. The report has 
been accepted by the United Kingdom Government, after 
consultation with the Dominions, and on September 30 
the Board is to disappear. The widespread appreciation 
of its work is shown by the many protests against its 
destruction. The Trades Union Congress and the Federa- 
tion of British Industries addressed a memorial to the 
Prime Minister, expressing their belief 

that from the point of view of United Kingdom producers, of 
producers in the Colonies and in certain Dominions, the work of 
the Board should be continued and developed on its present lines, 
any Dominion which was prepared to co-operate being, of course, 
very welcome. 

The Anglo-Irish dispute seems to be as far from a 
settlement as ever — rumour connected Mr. Havenga’s 
recent visit to Dublin with this question. 

With regard to India, though the situation seems tran- 
quil for the moment and the White Paper policy has not 
received any open reverse in this country, the Government 
is not yet over the last ditch. The opponents of the White 
Paper, under the leadership of Mr. Churchill and Lord 
Lloyd, have been extremely active on the platform and 
in the press. They have excited the apprehensions of 
Lancashire, and they seem to have drawn a considerable 
• See The Round Table, No. 87, June I93z, p. 469, 
t Cmd. 433S. 
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body of Conservative opixuon to them. They attempted 
to force the issue at the meeting of the Union of 
servative Associations in July, but the Government spokm- 
men pleaded for a reservation of judgment until the Joint 
Sdect Committee should have reported. By thus divert* 
ittg the argument from the direct issue of policy, hfr. 
Baldwin secured a two to one majority. No doubt this 
was a victory for the Government, but it was not an 
endorsement of the White Paper. In submitting their 
case to the country, the Government are handicapped 
at the moment by their own proper reticence. The 
publication of the Committee’s report will, however, 
remove that disability. If it is unanimous, or if the 
dissent is of a minor character, the Government need have 
no fears. But if there were to be a very substantial Con- 
servative minority then there is the possibility that the 
whole party alignment might change. Meanwhile the 
introduction of the new constitution has been brought a 
stage nearer by the issue of the report of the Committee 
which considered the question of a central bank for India. 
It will be recalled that the first Round Table Conference 
declared the establishment of a central bank free from 
political control to be one of the conditions of the grant 
of responsible government at the centre. A plan has now 
been put forward. 

The menace of Japanese competition, particularly in the 
textile trade, confronts the Government with another 
grave problem, though one which need not be discussed 
here, as it is dealt with elsewhere.* Then there is the 
problem of unemployment insurance. A temporary measure 
was passed last June, but that was merely to enable the 
Government to carry on the present system until its 
permanent proposals were ready. Their preparation has 
taken longer than was expected, and they wiU not be avail- 
able to Members of Parliament until November 7 ; they 
arc likely to form the most important constructive m’easure 

• See p. 825. 
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of the next .session. As long ago as April the Governr 
ment accepted the principle that it should be responsible 
for af#« tiog all the able-bodied unemplojed 'wdio need 
assistance, but it remains to be seen to wlut extent the 
seteme will involve a centralised bureaucratic adminis- 
tration, and how far use will be made of local bodies, and 
what discretion will be left to them. We have so far 
only been told that it will be one of the functions of the 
new law “ to establish and define the functions of local 
authorities and the central government in relation to 
assistance from public funds, whether the funds of local 
authorities or the funds of the Exchequer.” As regards 
finance, the present block grant paid every year to the 
local authorities will be readjusted, “ since the local 
authorities will be relieved of a liability to which they 
have hitherto been subject.” The forward-looking Con- 
servatives are most anxious that the Bill should be not 
merely a reassessment of the dole, but a real reconstruction 
of the principle of relief. They want, for instance, attend- 
ance at instructional centres for young persons in receipt 
of State relief, and are ready to go a long way in making 
physical training or attendance at an allotment or some task 
of that kind obligatory on the unemployed. It is widely 
felt that, though the element of compulsion would be 
unpopular at first, the unemployed would in six months 
begin to realise the benefits of constructive occupation. 
It is a mental attitude far more than under-nourishment 
that is sapping the manhood of the nation. It is, at all 
events, clear from the statement of the Minister of Health 
on April 12 that the need for protecting the unemployed 
against the ill-effects of idleness by training, occupation or 
recreation has not been overlooked. 

The Government also proposes in its new measure to 
make some allowance on a regular basis for the special 
necessities of the distressed areas — an interim grant of 
,^500,000 was made to them early in July in relief of the 
rates. 
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III. The Achievements of the Government 

B ut these are the constructive tasb of the future. 

What has the summer session to show in actual achieve- 
ment ? It is a record that is respectable if unexciting. 
First to take external affairs. The Four Power Pact is 
regarded by most informed observers as a step in the right 
direction. After the Nazi revolution there was a real 
danger of Europe’s drifting back into the old system of two 
armed hostile camps. The present Austro-German crisis 
has put a heavy strain upon the Pact, but, if this difficulty 
can be overcome, it should at least ensure the maintenance 
of touch between the four great Powers, and touch counts 
for a good deal in such an atmosphere as exists at present 
in Europe. It may even lead to improved relations 
between Italy and France, and prevent Franco-German 
relations from getting worse. 

The Russian quarrel has also been made up. It may 
be, as their critics say, that if the Government had waited 
a day or two last April, the sentences on Mr. Thornton 
and -Mr. Macdonald, the two Metropolitan-Vickers 
engineers, would have been revised, and that it was at all 
wents worth while waiting before imposing the embargo. 
However that may be, the matter has now been settled : 
the engineers arc home again and the negotiations for a 
commercial treaty with Russia have been once again renewed^ 
In the matter of disarmament the Government can claim 
the credit for putting forward a scheme which kept the 
Conference from drifting towards a breakdown, and 
which may still form the basis for an agreement, though 
.ta crated in partis bp tbe endeavonr of oL 
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geoinsDj. Sir Aostoa Ckamberlam, who has increased 
his prestige as a friendly critic of the Govemm^t, made a 
powerful plea for the reconsideration of this attitude, 
and Captain Eden gave an explicit assurance that the 
Government would not allow a disarmament convention 
for the abolition of aerial warfare to be wrecked by this 
reservation. Before leaving external affairs, we may mention 
that the tariff truce made at the commencement of the 
World Conference still continues, and the Government is 
adhering to it, in spite of the clamour of the extreme 
protectionists. 

In domestic affairs there has been some useful legis- 
lation. In the teeth of strong opposition from heavily 
entrenched interests, the Road and Rail Traffic Bill has 
been successfully piloted through to the Statute Book, 
and a London Passenger Traffic Bill has also passed into 
law. Practically all the London tramways, omnibuses and 
underground railways are now merged in a single public 
corporation, under a board of which Lord Ashfield is chair- 
man. Then there has been the reorganisation of the 
police force following on the lines of Lord Trenchard’s 
report. It is designed to make promotion quicker and it 
paves the way for the creation of an officer class. The 
proposal to restrict the term of enlistment to lo years, 
though it has obvious advantages in the way of pension 
economies, has been the target of much hostile criticism. 
It is felt by some that the shorter period of service will 
expose men, who at thirty will be^ thrown upon an 
inhospitable labour market, to temptations to corruption. 

More important constructive proposals have relation to 
housing and agricultural marketing. 

The Government’s policy on housing was stated by the 
Minister of Health to be “ the stimulus of private enter- 
prise and the restoration of the normal forces of supply, 
thereby securing an increase of the small houses to be 
let, coupled with a great direct attack on the crying evil 
of the slums.” It will be remembered that, although the 
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“ Wheatley ” subsidy to local authorities for the boiMiag 
of class C houses (the better class of workman’s house) 
has been abolished under the Government’s Housing Act, 
they have retained the rehousing subsidy of j^i5 per annum 
payable under the “ Greenwood ” Act of 1930 in connection 
with slum clearance schemes. Encouragement has also been 
given to local authorities to borrow money for rehousing 
purposes. The principle of the Government’s policy is 
that, as costs in the building trade have fallen low enough 
for unassisted private enterprise to supply the deficiency 
of class C houses — a point which has been questioned by 
commentators like Mr. Rowntree and Sir E. D. Simon — 


the energies and finances of local and national governments 
can be concentrated on a direct attack on the slum problem. 
So far, however, the “ drive ” for slum clearance, which is 
supported by all parties, has existed only on paper. The 
local authorities have to submit their plans for a five-year 
programme by the end of September, and not until then 
will the extent of the response be known. But plans already 
notified to the Ministry have led the latter to estimate 
that next year the rate of clearance will be 24,000 houses a 


year, against a present rate of 12,500 a year. 

In the meantime, Lord Moyne’s departmental committee 
on housing has made some far-reaching proposals with 
regard to the reconditioning of semi-slum houses. The 
Committee was appointed to consider what further steps 
should be taken to maintain a proper standard of fitness 
in working class houses, which are not in an area suitable- 
for clearance and demolition under the 1930 Housing Act • 
U was further to advise what should be done » to promote 
the supply of working class houses without public charge. 

w societies or other 

bodies. The Committee recommends a grant of com- 
puhory po^r. to local authorities to acquire houses of this 
tod piovtded that the, hare a prospective life of 20 pears, 
K the pnK or value at which the, last changed iLds 
The, wuld then be handed over to local public ntihV 



'The Achieveaietitt Government 

sodedes to rebdndidon and manage on Octavia !£11 linM, 
being* wherever possible, employed as housing 
estate managers. Social service in business waa the spirit 
underlying Miss Octavia Hill's principles, and applied to 
housing estate management it meant personal touch with 
the occupant, and the development of an atmosphere 
of good will and co-operation. If there is no local public 
utility society, the houses acquired are, under the Com- 
mittee’s scheme, to be leased to House Management 
Commissioners, or, if there are no Commissioners, they 
are to be held, repaired and managed by the local authority 
itself. Over this local machinery there is to be established 
a central public utility council. According to the Com- 
mittee’s proposals the Minister of Health would be 
authorised not only to advance the whole of the purchase 
price and the cost of reconditioning, but also to endow 
the public utility societies with the powers of local authori- 
ties, should the latter delay or decline to acquire unfit 
houses for the societies. It is further suggested that 
rehousing subsidies of £12 and £$ a year respectively 
for 60 years should be provided for tenements and new 
accommodation, subject to conditions with regard to rent 
and to the reduction of the subsidies in certain circum- 
stances. The cost of providing accommodation to obviate 
overcrowding would also be advanced — normally the ad- 
vance would be limited to 90 per cent., and the balance of 
10 per cent, raised by issuing shares with a maximum yield 
of 5 per cent. 

The Committee did not adopt the proposal that a 
National Housing Corporation should be created to deal 
with the question of building new houses.* For one thing, 
it considered that the terms of reference did not cover this 
question. It is impossible here to deal with the arguments 
in favour of such a corporation, or the reasons which made 

' * It has been estimated bj Mr. B. S. Rowntree that there is a present 

^rtage of 750^000 houses, which would be raised to 1,500,000 if bad or 
insanitary dwellhigs were included. 
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the Committee dubious about its advantages. It is, 
ever, worth noticing that the Committee itself has aj^ed 
the principle of centralisation to a particular side of the 
work— reconditioning. Doubts have been expressed about 
the fairness of the proposed basis of compensation on the 
ground that it favours the owner who has neglected his 
property. 

The Ministry of Agriculture has been very active of late. 
Major Elliot is a firm believer in “ the economics of glut,” 
and is busy enforcing the restriction of supplies in order to 
restore agricultural prices to profitable levels. The prin- 
ciple of regulation of supplies is now to be applied not 
merely to wheat and meat, but also to hops, bacon, other 
pig products and fish. In the closing week of the session, 
the Minister of Agriculture obtained powers to impose 
similar regulation upon the milk industry. Under any scheme 
framed under the Agricultural Marketing Act, upon repre- 
sentations being made by the Minister, the Board of Trade 
can issue an order for the curtailment of imports. The first 
step in each case under the Act, which received a third 
reading on May 30, is that the farmers whom the scheme 
is designed to benefit must ask the Minister to prepare a 
scheme or themselves place a marketing scheme before 
him. Next, a public inquiry is held, on the basis of which 
the Minister submits a revised scheme for affirmative 
approval by Parliament ; and the scheme has further to 
pass the test of a poll of those affected. These conditions 
fulfilled, however, the Minister has very wide powers- 
of issuing orders and decrees within the terms of the scheme 
and of the Act. 

These powers have been denounced as equivalent to 
dictatorsWp. It should, however, be mentioned that a 
modification of the Minister’s powers now enables an order 
to be chaUenged within 25 days of its issue. But the position 
still IS that thereafter, whatever blemishes may reveal 
themselves, there will be no legal right of challenge. 

Whatever may be said, however, of Major Elliot’s ways, 



The Position of Parties 

110 one has eter>^accttscd the Cabinet of Hitlerism. T 
defect, indeed, most commonly imputed to the Natioi 
Government, especially since the Economic Conferem 
is a lade of the quality of leadership — ^irre^dution, afi 
all, is the besetting sin of coalitions. This one will 
closely watched in the coming year. 


IV. The Position of Parties 

I T is indicative of the trend of opinion in the Labe 
party that this symptom of incipient dictatorship call 
forth no protest from the official Opposition. Sir Staffc 
Cripps, indeed, in his enthusiasm for bringing the Social 
State into being by emergency decree on the lines of t 
Nazi regime in Germany, is gleefully marking ev« 
occasion when the National Government resorts to ord< 
in council. But the opposition of the trade union eleme 
to this point of view is growing. The Nazi revoluti 
has had a deep effect upon Labour here. There is as gn 
a hatred of dictatorship, as now established in Germany, 
ever there was in pre-war days of the autocracy of 1 
Tsar. There is also a definite fear of the electoral con 
quences of the cry, which the opponents of the Crij 
group will be able to raise, that liberty is in dang 
It is a struggle between the old radicalism of the world 
classes and the new socialism of the intellectuals for t 
soul of the Labour movement. The election of h 
Arthur Henderson at the forthcoming Clay Cross 1 
election, which, judging from the electoral history of ti 
Derbyshire mining division, should be as certain as anythi 
can be in politics, would strengthen the liberalising influen( 
in the Parliamentary Labour party. Perhaps it will also g 
renewed energy to the international standpoint, though, 
contradistinction to what has happened in France, t 
has not been greatly weakened here by the events 
Germany and the failure of the World Conference. 
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It is upon Mr. Llofd George that the new natiozudistil 
has apparently had the profoundest effect. The sensation 
of the debate on the results of the Economic Conference 
was the speech in which he admitted that the method of 
international conference had failed, that the era of inter- 
national trade was over, and that we must contrive to live 
for a time at any rate on our home market. His remedy 
was a concentration on agricultural revival, to be achieved 
by revising the Ottawa Agreements so as to protect the 
British farmers against the ruinous competition of the 
Dominions, and a land colonisation scheme, involving the 
settlement of half a million families on the land. It was a 
remarkable utterance coming from a man who, both at the 
election and since, has declared himself an unrepentant 
free trader and has taunted his Liberal friends with the 
compromise that they have made with protection by remain- 
ing in the Government after the introduction of the Import 
Duties Act and not going into definite opposition after 
Ottawa. Perhaps the most significant portion of his 
speech in the effect that it may have on the future fortunes 
of parties ^was the minute that he gave to the Indian 
problem. Quite incidentally he remarked in the course 
of his general criticism of the conference method ; 

l am not satisfied with the Conferences about India. I view them 
Wth considerable dubiety and an»ety, and I do not believe that 
that 18 the best method of settUng that question ; but that is by the 


Phis passage has been taken to mean that although Mr. ' 
Uoyd George, as he himself declares, has not adopted the 
Churchill point of view, he has gone a considerable way 
du-m,on, 1, has certainly made a bridge possible 
benyeen lumself and the dissident Conservative and the 
whole speech may have a profound effect on the future 

‘ ““Ution 

emerging out of this National Government, with a trium- 

^ Uoyd George, at tte head, has siways been a bare 
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powibtfi^. If iBMy be found that Mr. UoTd George’s 
speech has put it further on the map. 

The gulf in the Conservative party on the India question, 
which was described in our last issue, do^ not grow 
narrower. The annual conference of the Conservative 
party in Birmingham in the first week in October 'will 
afford another opportunity for a frontal attack on the 
policy of the Government. 

An open split in the Conservative forces might bring the 
younger Conservatives, who are enthusiasts for national 
reconstruction, into the same camp as the Liberals. The 
latter are still racked with dissensions, though the conver- 
sion of Mr. Lloyd George to economic nationalism removes 
one disruptive influence in the free trade ranks. A 
coalition of the forces of the left centre has been ■with most 
of them a long cherished hope. 

But these are speculations about the future. For the 
moment party alignments to the outward eye show little 
sign of substantial alteration, either in the House of Com- 
mons or the country. The figures of the Altrincham by- 
election in June, where the Government candidate, Sir 
Edward Grigg, triumphed by 8,000 votes, show very little 
change in the balance of parties since the seat was last 
contested. The fact is that the Government’s record, 
though it has inspired no particular enthusiasm, has not 
produced any deep resentment. 

But the third year of its life is now opening. It is then 
that Governments are expected to produce their most 
important constructive work. 
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THE IRISH -EREE STATE : 
OURSELVES ALONE 

I. The Budget 

M r. MacENTEE’S second budget, which he intro- 
duced in the Bail on May lo, agreeably surprised the 
taxpayer, and the pessimists, who had prophesied, amongst 
other misfortunes, an increase in the income tax and sur- 
tax and a special tax on British dividends, were confounded. 
But in other directions it gave no grounds for hope or 
satisfaction. Indirect taxation was increased by a further 
crop of new tariffs, to the periodical arrival of which we have 
now become accustomed, if not reconciled. These include 
a tariff of two-fifths of a penny on imported daily news- 
papers, which is a sop to obscurantism, and will not only 
produce revenue but tax information ; a 50 per cent, tariff 
on mineral hydro-carbon oil ; a 60 per cent, tariff on 
women’s coats, wraps and costumes made from woven 
tissues of wool or worsted ; tariffs on certain imported 
fruits which are home-grown, and on a large and miscel- 
laneous list of articles, ranging from teapots to footballs 
and feeding bottles. For some mysterious reason, imperial 
preference is still conceded. The complete remission of 
the duty on home-growm tobacco, which was granted by 
the Government last year in order to encourage its cultiva- 
tion in the Free State, has proved so successful that if not 
checked the indispensable revenue from that source 
would, as Mr, MacEntee humorously explained, end in 
Irish tobacco smoke. He consequently re-imposed an 
excise duty of 65. 8d. a pound on ail Irish-grown tobacco 
from January l, 1934. 

In his review of the year he said that in some respects 
conditions in the Free State had been as bad as elsewhere, 
in some they had been better, but they had been worse in 
none. Alone among States, the Free State had been able 
to extinguish its floating debt, and to reduce substantially 
the volume of unemployment. Furthermore, although the 



year had kee&t fiSed with difficulties, diere had been an 
extracurdinary expansion in thdr domestic commerce. 
The figures he disclosed do no^ however, justify any kind 
of optimism, for they show a widening gap between income 
and expenditure. Last year the total national expenditure 
was ^28,849,739 ; this year it will be 1,529,220. Last 
year’s revenue came to £29*990,^$$ ; this year it will not 
exceed £26,44.0,000. In other words, the unfortunate 
taxpayer will be hit both ways, because expenditure will be 
increased by j^2, 679,481 and revenue decreased by 
j^3, 550,935. Last year there was an actual surplus of 
£1,141,1^6, which, of course, included the land annuities 
and other payments withheld from Great Britain, amount- 
ing to approximately £5,000,000 ; this year, even after 
again appropriating these withheld payments, Mr. Mac- 
Entee budgets for a deficiency of £5,0^9,220. This he pro- 
poses to meet by taking last year’s surplus, ^1,141,000, by 
borrowing j^3, 1^,000, by making an allowance of £5^8,220 
for over-estimation, by cuts of ^270,000 in civil service 
salaries, and by using the proceeds of new tariffs, 140,000, 
leaving him a modest estimated surplus of £16,000. 
£1,125,000 oi the proposed loan is to be used to defray one- 
half of the cost of the export bounties arising out of the dis- 
pute with Great Britain, and the balance, ^^1,941,000, to meet 
the cost of other services. As against this loan Mr. Mac- 
Entee stated that certain undefined assets had been created, 
presumably the payments withheld from Great Britain, 
and he apparently considers that future generations must 
bear some portion of the cost of the “ economic war,” 
even though these assets may prove illusory. 

No doubt the Government will be able to raise the 
amount required, as there is still plenty of cheap money in 
the Irish banks, and the immediate success of the loans 
raised recently by the Dublin and Cork corporations proves 
that it can be borrowed on advantageous terms. But the 
figures given above of national revenue and expenditure do 
not make cheerful reading, and cannot be reconciled with 
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the pionuses nude by the Fiansa Fail party in 
oppoflitioE that they would reduce taxation by n<« Hf 
than million a year. Thqr have, in fact, increased It 
by nearly million. This inconsistency will, no doubt, 
be forgotten and forgiven by their more irresponsible 
Mowers, who will benefit by the following amounts; 
^([450, 000 to provide for the relief of unemployment, 
£150,000 for the development of bogs and the organisation 
of the peat industry, £100,000 for milk for necessitous 
children and £15,000 for free fuel in necessitous bniT r <»«; , 
These grants are, of course, designed to placate the Labour 
party, although, indeed, Mr. MacEntee declared that it 
had always been the policy of his party, within the limits 
necessarily set by the resources of the community, that 
the government of a Christian State ought to provide 
maintenance for all citizens who might be in want by 
reason of the State’s inability so to order its life as to make 
work available for all who were wilUng and able to do it. 
These sentiments, admirable in themselves, would hardly 
seem to bear application in a situation in which the Govern- 
ment deliberately creates economic disturbance and un- 
emp oyment, such as have arisen out of the “ economic 
war . with Great Britain, and then seeks to remedy its 
own wrong-doing by increased taxation, which the taxpayer 
can meet only by reducing his expenditure and so further 
mcmasing unemployment. This is merely a vicious circle 
which can only end m national disaster. 

Mr. MtcEntet disclosed tlie fact that the special re- 

d r'.i'': ^“ties imposed 

^ year had realised less than half the sun estiiMted 

-'“ost eve^r other item; 
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biagiia« actd ist lilcely to iocrease tlie Government’s 
popularity amongst riie btisiness community. Winding np 
tlm budget debate, Mr. de Valera said that the conflict witb 
Great Britain had driven the Free State Government along 
the road of national self-suffidency rather fMter than it 
would have gone otherwise, but that there was a conscious- 
ness that it was being driven along the right road. How 
much farther we can go along that road we must apparently 
wait for next year’s budget to And out, for this year’s 
certainly envisages no end to the disastrous expedition. 

II. National Self-Sotficiencv 

D r. SCHACHT, the president of the German Rcichs- 
bank, recently stated in New York that there were two 
ways out of the present world crisis. One was the separa- 
tion of nations from each other, leading to lower standards 
of living, the other was international co-operation in 
opening up new markets. There was the choice ; separa- 
tion and poverty or co-operation and prosperity. There 
can be no doubt as to the way Mr. de Valera has chosen. 
His whole policy aims at national self-sufficiency and 
separation. Neither can there be any doubt as to the 
result. The trade figures recently published show that 
for the year ending in May, 1933, the total commerce of 
the Free State has fallen by £26 million. In proportion 
to the total volume of trade, which is[,little more than two- 
thirds of what it was in the preceding year, the adverse 
balance has risen by about 30 per cent. In the first five 
months of this year, as compared with the corresponding 
period of last year, exports of live animals fell from nearly 
£6 million in value to just over £•} million. In the month 
of May alone tlieir value fell by half. For every form of 
live stock there has been a ruinous fall of price. In dry 
cattle alone the Free State farmer has suffered an estimated 
capital l<»s of ,^10 million, and in income a loss of at least 
£ 7 ^ million. 
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Lectozing at Universitjr C<^ege, Dablin, on Ap^ 

Mr. J. Maynard Keynes, who had tahen as his subject 
“ National Self-Sufficiency,” and who spoke in the presence 
of Mr. de Valera, ventured to give his views on Free 
State conditions. If he were an Irishman, he said, he 
would find much to attract him in the Government’s 
striving after greater self-sufficiency ; but, as a practical 
man, who considered poverty and insecurity of life to be 
great evils, he would wish, first, to satisfy himself on two 
matters. He would ask if Ireland was sufficiently large for 
more than a very modest measure of self-sufficiency to be 
feasible without a disastrous reduction in a standard nf life 
which was already none too high. He believed that the 
answer would be that it would be an act of high wisdom 
on the part of the Irish to enter into an economic arrange- 
ment with England which, within certain appropriate 
limits, would retain for Ireland her traditional British 
market, against mutual advantages for British producers. 
He would see nothing derogatory in such a policy to political 
or cultural autonomy, but would regard it as an act of 
common sense. To-day it was not too late to accomplish 
such a policy, but every delay would make it more difficult, 
inasmuch as the exclusion of Ireland’s agricultural produce 
suited the present trend of agricultural policy in Great 
Britain. If, on the other hand, he were to reject this plan 
deliberately, for a complexity of reasons, and decide to 
work out the destiny of the Free State on other lines, he 
would sit down to the problem with the best brains that he 
could command to work out a slow series of experiments. 
No man had a right to gamble with the resources of a 
people by going blindly into technical changes imperfectly 
understood. Russia stood as an awful example of the ruin 
and desolation that ill-judged and obstinate experiments 
could work in an agricultural country, so that people were 
starving to-day in what was once one of the greatest food- 
producing areas in the world. He warned his audience 
m conclusion, of the three outstanding dangers in economic 
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tutnmalisin, lb* .sUfiiMM of the doctrimiie, iMUie «id 
Qiniecessaiy haste and, worst of all, intolerance and the 
stiffing of instructed criticism. 

Anther economist, Mr. Joseph Johnston, ^ho is Leo 
tnrer in applied economics at Trinity College, Dublin, 
and therefore a domestic critic, has recently pointed out 
that the final effect of the present “ economic war ” 
between Great Britain and the Irish Free State must be 
to drive Irish agriculture back to a semi-mediaeval r^me 
of bare self-sufficiency, and to destroy our mechanism of 
exchange, together with the livelihood of nearly half a 
million urban residents. A foreign Government has given 
the Free State farmer a black eye by its tariff policy. His 
own Government retaliates with a tariff policy which 
blackens his other eye and thus restores the balance. 

But, not content with depriving the farmer of his only 
market, the Government now proposes to take his land. 
The big farmers are to be dispossessed on a sweeping scale 
in order to create small holdings for landless men. Dr. 
Ryan, the Minister for Agriculture, states that land will 
be taken from men who complain that they are losing by 
farming — and who is not under present conditions f — but 
it will not be taken from a good employer, even though his' 
holding is large. The new Land Bill, which implements 
this policy, confers sweeping and autocratic powers on the 
Minister for Lands and Fisheries and the I.and Com- 
mission, and definitely destroys the security of tenure 
which seventy years of legislation had gained for the Irish 
farmer, and to create which Parnell and* Redmond devoted 
their lives. If these powers are used, as is only too prob- 
able, to reward the Government’s landless supporters, 
then we may look forward to a bitter, and perhaps bloody, 
struggle, for the big fanners will not give up their land 
without a fig^it. Even in the Government party itself 
there is serious criticism of the proposals contained in the 
Bill. How far the dry rot of dishonesty has penetrated 
our people’s character is shown by the fact that the Bill 
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cancck all arrears of land annuities met three 7ear§ da^ 
thus rewarding those who did not pay, and givM the Lsnd 
Commission power to issue directly to the sherifF, without 
the intervention of a court, a warrant to levy for future 
payments. This procedure, according to the official state- 
ment, “ will be easier, quicker, and less expensive to the 
defaulters in fact it may be described as painless 
extraction. 

The necessity for such peremptory methods will un- 
fortunately be only too probable when the Government 
again seeks to collect the reduced land annuities. The 
farmers are indeed already in revolt against the payment 
of the increased local rates, and the Government had to 
take mandamus proceedings in the High Court against the 
Dublin and Cork county councils to compel them to strike 
a sufficient rate for the current financial year. To cripple 
the political power of the large farmer the Government 
has introduced a Bill to convert the present local govern- 
ment register, which is limited to rated occupiers, into an 
adult franchise roll. It hopes by this means to obtain 
control over the local bodies. The Senate has, however, 
rejected this measure and it is, therefore, held up for 
eighteen months. The recent Dublin municipal election, 
in which the Fianna Fail party was defeated in spite of 
strenuous efforts, proves that the more responsible voters 
have no sympathy with the Government’s policy. But, 
amongst the small farmers and irresponsiblcs, there is a 
tendency to move even further to the left. A body, known 
as the United Farmers’ Protection Society, who object to 
the attempts of the Irish banks to secure payment of their 
debts, has suggested that the I.R.A. should be given a 
mandate to protect the farmers against the banks. That 
this request will not fall on deaf ears is shown by the 
tirades of An Poblacht, the Republican organ, which claims 
that the agricultural community now finds itself in bondage 
^the banks, which arc part of the British financial system. 
The banks, in fact, have promised to consider each case 
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erf hmani* debts** on its menu, wbich ibe 

GoVemme&t consider satisfactor/. It might be wdl {mr 
its critks to conisider what position an mdependent Irish 
enrrency' wemid occupy in the present unstable financial 
world, it would certainly complete our segregation from 
outside influences. 

Meamftixile our cattle prices have sunk from 45s. per 
cwt. in June, 1931, to 25s. per cwt. in May, 1933 — a fall 
of £1. In London, for the same period, a fall of only 8s. 
is shown. No wonder that the Germans, in return for 
the free entry of (jerman coal into the Free State, have 
agreed to purchase some 6,000 cattle at these prices, an 
arrangement which is, of course, of no real benefit to our 
farmers. Our pig population is already decreasing, as the 
farmers do not find pig-rearing remunerative, and under 
the new British bacon quota scheme they will find it even 
less so. To meet this quota difficulty the Government 
has introduced a Bill to regulate the export of any agri- 
cultural product which is made the subject of such a 
quota system by another country. To finance industrial 
development, it has introduced the Industrial Credit 
Bill, under which it is proposed to set up a corporation,' 
with a capital of £$ million, which will be issued from time 
to time, as necessity arises. Under this scheme it is pro- 
posed to establish a number of important new industries, 
such as the manufacture of industrial alcohol and cement, 
paper-making, and mining. Irish investors are expected 
to subscribe the capital The Minister for Finance is 
given power to underwrite and take up such shares as have 
not been subscribed for by the public. Tbere are no 
undeiwriting companies or issuing houses in the Free State, 
and, to that extent, the new corporation will be useful, 
always provided that the capital subscribed is not wasted 
on uneconomic and wdld-cat projects. The history of the 
loans made by the Cosgrave Government under the Trade 
Loans Guarantee Act proves that it is easy to lend money 
for industrial development, but very difficult to'secure its 
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repayment. In short, Irish industry is more in need of 
confidence than capitol; but this tiie Government has 
almost entirely destroyed by its attempt to reverse the 
country’s economic policy by hasty and unsuitable methods. 
Protection and the delusion of foreign capital having 
both failed to stimulate local enterprise, the Goventment 
itself now proposes to enter the industrial arena — a doubtful 
and dangerous experiment. 

At the end of May Mr, de Valera paid a visit to Rome, 
where he was received by the Pope and Signor Mussolini. 
On lus return he spoke at the American Club in Paris, 
on June 8, and stated that his policy was to abolish free 
trade, to provide work for the 30,000 young people who 
formerly would have emigrated, to build 10,000 houses 
and divide half a million acres of land within five years. 
Every thirty acres of land would represent a new family. 
The Irish people understood that policy, and were pre- 
pared to suffer in the initial stages, as they saw the prospects 
of ultimate success. 

The necessity for such suffering is, indeed, one of Mr. 
dc Valera’s principal oratorical themes, and probably 
accounts for the fact that his Government, unlike that of 
Russia, has not seized the opportunity presented by the 
Economic Conference to compose its differences with Great 
Britain. It is noteworthy that neither Dr. Ryan, the 
Minister for Agriculture, nor Mr. Lemass, the Minister 
for Industry and Commerce (both of whom took part in 
the private negotiations with Mr. Thomas at Ottawa) 
represented the Free State on that occasion. Their place 
was taken by Senator Connolly, the Minister for Lands 
and Fisheries, who is Mr. de Valera’s right hand man 
and believed to share his views. His principal contribu- 
tion to the proceedings was a complaint concerning the 
conduct of Great Britain in seeking to recover the land 
annuities by means of punitive tariffs, which he contrasted 
with the attitude she took up in her arrangements with the 
United States ; and he asked how agreement could be 
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leadusd on tan^Qi or tariff pciiu^ whilst suck onsets 
eristed. It » tmfoniuMtefy oofy too den that a settlem^it 
of this mhenble and nnnec^ary dispute is not to be 
feached on these lines. 

Meanwhile, the opposition parties have not been silent. 
Speaking at Bandon on Majr 20, Mr. Frank MacDermot, 
the leader of the Centre party, enumerated what he 
described as the seven deadly sins of the Fianna Fail party. 
It was, he said, a constructive party which pulls down our 
fundamental industry ; a prosperity party which increases 
unemployment ; an economy party which adds millions to 
expenditure ; a liberty party which thrives on intimidation ; 
a Gaelic culture and civilisation party which truckles to 
ignorance and intolerance, and delights in buffoonery and 
personal abuse ; an anti-partition party which is out to per- 
petuate partition ; and a republican party which will not give 
us a republic. Mr. Cosgrave pointed out, at his party con- 
vention on May 2, that talk of a republic brings but one 
certain result — the indefinite postponement of any hope 
of a united Ireland. At Ferns on June 15 he also delivered 
an exhaustive indictment of the Government’s policy, 
which, he stated, grievously affected the livelihood, the 
hopes, and the ideals of the entire community. Failure 
to agree on the composition of a legal tribunal to pro- 
nounce judgment on the legal points at issue with Great 
Britain must, he said, be admitted. The only hope of 
settling the dispute was an honest conference with the 
British Government. 

But unless the various opposition parties are prepared 
to sink their differences and form a new national party on 
a broad basis, there is every possibility that they will be 
destroyed one by one. The Lord Mayor of Dublin, Aider- 
man Alfred Byrne, T.D., who has just been re-elected to 
that office by a large majority, advocated the establishment 
of such a party before the last general election, but the 
project came to nothing.* Whether this failure was due 

* See The Round Table, No. 90, March 1933, p. 295. 

87s 



The? Irtilt Free State 

to personal or political di&xenoes it b difficult to but 
it is hard to understand vrbjr politicians as shrewd and 
sensible as Mr. Cosgrave and MacDermot andoabte(% 
are cannot agree upon a common policy for the supreme 
purpose of saving the country from disaster. BoA the 
Cnmann na nGaedheal and <>ntre parties have fulfilled 
their purpose, and should immediately be replaced by a new 
and efficient organisation, with a programme broad enough 
to enlist the support of all the moderate and constructive 
elements in the country. Failing some such solution, the 
result of the neit election will probably complete their 
downfall, and the inevitable rise of new forces, far more 
extreme than Mr. de Valera’s party, will follow. 

That Mr. de Valera may spring such an election on the 
country in the near future is by no means improbable. At 
the moment he is busily engaged upon an effort to curtail 
further the powers of the Senate. At present that body 
can hold up the operation of any Bill, other than a money 
Bill, for eighteen months, unless a general election inter- 
venes. The Government has now introduced a Bill which 
will reduce the period of delay to three months, and the 
Senate, to postpone the evil day, has referred it to a com- 
mittee of both Houses. It caimot, however, reject the 
money Bill, which the Government has also introduced, 
to provide for the repayment of the loan raised in America 
by the pre-lreaty Republican Government in 1920-21. 
The debates on this Bill in the Dail have been both ran- 
corous and unedifying. Mr. de Valera himself holds a- 
portion of this loan, as trustee, for the development of his 
party newspaper, The Irish Press, and, during the debate, 
It was stated that he would in that capacity receive about 
^100,000 as a result of the proposed repayment.* As 
The Iruh Press has made a loss of £59,386 for the period 
from September, 1931, to December, 1932, this contri- 
bution to its support will be of vital importance to 
Mr. de Valera’s party, to whom this newspaper is an 

* Round No. 91, June 1933, p. 641. 
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eaorBKNts asset, i It could hardly survive otherwise. Amend' 
ments were proposed hy the Cosgrave party to ensure that 
the loan should only be repaid to the original bondholders, 
from some of whom Mr. de Valera obtained the assignment 
of the bonds he now holds, for the purpose of starting 
‘Ibe Irish PresSf but these were defeated, and the loan will, 
no doubt, soon be repaid, although, as has already been 
pointed out, the obligation to repay it does not mature 
until the establishment of an Irish republic. Mr. de 
Valera of course personally obtains no benefit from the 
transaction, but it is undeniable that his party newspaper 
will gain an enormous advantage from this premature 
repayment of the loan out of public funds. That his 
enemies have to digest this gall and wormwood is, he 
avers, the supreme pleasure of his life. 


III. Republican Designs and Dissensions 

S PEAKING at the grave-side of the executed leaders 
of the 1916 rebellion in Arbour Hill Barracks, Dublin, 
on April 23, Mr. de Valera said that the time had not yet 
come for the declaration of a republic. They must content 
themselves with the statement that it was for that goal that 
they strove, and that they would not rest until they had 
reached it. He said that they should remove one by one 
any forms or symbols that were out of keeping with Ireland’s 
rights as a sovereign nation, so that their State might be a 
republic in fact, and that, when the time came, the pro- 
claiming of a republic might involve no more than a cere- 
mony — ^the formal confirmation of a status already obtained. 
He has promised, however, that, as far as he is concerned, 
the Irish people will be consulted before a republic is 
actually proclaimed. But it is well to remember that when 
Mr. de Valera talks about a republic he does not mean 
quite the same thing as the Irish Republican Army does. 
Quite recently he stated in an interview that he personally 
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thoaght tJut an Irish republic conld be associated with tho 
Britirii Commonwealth of Natmns, if such an assodarioa 
were desired by the Irish people. This is, of course, the 
prindjde of external association embodied in the famous 
Document Number 2, for which he turned down the 
Treaty of 1921 and plunged the country into civil war, 
and which, apparently, still remains his real aim. It was 
to further this aim that he removed the oath of allegiance, 
an action which, be believes, will cause a complete change 
of attitude on the part of the people of this country, and 
enable the extreme element to enter the Dail. He has 
recently stated in the Dail that any military organisation 
outside the national army is no longer justified on any basis 
whatever, and that any government would be guilty of a 
grave dereliction of duty if it were to permit any such thing 
to go unchecked. 

But the I.R.A. have no intention of handing in their 
guns. A statement issued by their Army Council on 
Easter Sunday insists on the natural right of Irishmen to 
organise, train and arm for national independence. When 
the nation is free, they declare, it will be time enough for 
the Government to control the military forces, to maintain 
its freedom, sovereignty and unity. Only by revolutionary 
action can national freedom be achieved. And their 
official organ, An Poblacht, pertinently inquires of Mr. 
de Valera, without receiving a reply, whether his aim is 
merely to prune the Treaty, or to establish a republic. 
Legally and theoretically they claim that his Government 
is in the same position as that of Mr. Cosgrave. In this 
they partially agree with Lord Hailsham, who stated in the 
House of Lords on May u that the removal of the oath 
had no effect on the Treaty, or any Article of the Treaty. 
Every citizen of the Irish Free State was born within the 
King’s allegiance, and no one born within the King’s allegi- 
ance could get rid of that fact and the obligations which it 
involved. A treaty entered into between two nations 
could not be altered without the consent of both, and any 
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made of the parties to make any alteration 

in it svas iodpetative withont the conseBt of the o^er. 

. But the LR.A. have not confined their activities to mani- 
festos ; the^ have also indulged in overt acts of the most 
provocative kind. All over the country drilling is notv 
being openly carried on, and arms are undoubtedly being 
landed. Men carrying machine-guns have appeared in the 
streets of Dublin. Seventy men, armed with rifles and 
two Lewis guns, recently took forcible possession of an 
unoccupied house in West Cork for a week-end whilst 
they carried out military exercises. The men who do these 
things are well known to the police and the entire country- 
side, but no attempt is made to interfere with or apprehend 
them. On the contrary, the Government seems to pursue 
an ostrich-like policy of pretending that nothing is happen- 
ing. One example of its weakness may be cited. A man 
called John O’Connor, of Tralee, was indicted on April 25 
for the unlawful possession of fire-arms and sent back to 
jail for refusing to plead. On the following day he went 
on hunger strike, and on May i he was released, at the 
request of the judge who sentenced him, who had been 
obviously compelled to take this course in order to save 
the Government’s face. Subsequently, the Government 
withdrew the proceedings against him, being apparently 
afraid to enforce the law. A few days later the same judge 
was publicly insulted in his court and dared not punish 
the offender. Terrorism of jurymen is once more rife, 
and juries have practically ceased to convict in cases bearing 
a political complexion. On July 16 the house of a Civic 
Guard superintendent at Drogheda, who had prosecuted 
members of the I.R.A. for various offences, was riddled with 
bullets fired from a machine gun. 

As regards the Army Comrades Association, the anti- 
communist organisation started by Dr. O’Higgins, a 
Cosgrave deputy and brother of Kevin O’Higgins, to main- 
tain free speech, the Government takes quite a different 
attitude. Mr. de Valera announced in the Dail on July 14 
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that the Govemmenl would not allow anf oigaittBatiim 
to parade in uniform, and tins indicates that it appareatljr 
in tend* to proclaim or prevent the demonstration in hmionr 
of Griffiths and Collins which the A.C.A. propose to hold 
in Dublin and at which their blue shirt uniform is to be 
worn. Such interference might easily lead to soious 
trouble.* At a convention, held in Dublin on July 20, the 
name of the A.C.A. was changed to the National Guard, 
and General Eoin O’Duffy, who was recently removed by 
the Government from the command of the Civic Guard, 
was unanimously chosen as its leader, in place of Dr. 
T. F. O’Higgins, T,D.,who had resigned. In his inaugural 
address General O’Duffy declared that the aim of the 
National Guard was to safeguard the national honour, the 
nationalinterests, and thenational culture in thewidestsense, 
and he promised that they would keep within the law. 

Under such conditions it is no wonder that the execu- 
tive committee of the communist international recently 
decided to create “ a new independent Irish communist 
party,” whose programme includes as immediate tasks the 
undermining of Mr. de Valera’s popularity, anti-religious 
agitation, anti-British propaganda, and the preparation 
of a revolutionary upheaval to overthrow the present 
Government and establish an All-Ireland Soviet republic. 
A communist conference for this purpose was actually 
held in Dublin, on June 4, and Mr. Sean Murray, one of 
the leaders of tl\e new party, after proclaiming freedom 
of thought for all religious denominations in the new party, ' 
said that they proposed to confiscate all capitalist property 
in Ireland, but would not interfere with tenant farmers 
or small shop-keepers, whose business did not come within 
the capitalist category. The I.R.A. thought it safer, 
however, to disclaim officially any connection with this 
communist development, to which it ascribed a “ dogma 
of atheism.” The “ Communist party ” has retorted by a 

• Tlie demonst«tion was proclaimed under the Public Safety Act, and 
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sucMtk statem^t» in whi^ it dechrea thit there is not 
a grain of cdmnuinism in the present policy of the I.R.A. 
Council, but that 50 per cent, of the delegates to the 
oommnnist congress were members of the I.R.A. 

There is no doubt that these events have thoroughly 
alarmed the Catholic hierarchy, and several bishops have 
delivered individual pronouncements, warning their people 
against joining the I.R.A., and denouncing its activities* 
Cardinal MacRory, the Catholic Primate, on his return 
in June from Liverpool, where he acted as Papal Legate at 
the consecration of Liverpool Cathedral, took the oppor- 
tunity to point out that God set these two islands together, 
but man had succeeded for a long time in keeping them 
apart. The English did not hate the Irish, r^ey loved 
them. It was a pity that the two Governments did not 
come together. He hoped some means might be found 
that would set these two nations into that friendly re- 
lationship which ought to exist between them. This 
Christian statement only provoked a republican demand for 
an intensification of the struggle. But far more indigna- 
tion was aroused in the extremist camp by the contemp- 
tuous references of Dr. O’Doherty, the Bishop of Galway, 
to past and present Irish patriots. Having stated that the 
I.R.A. was responsible for murder, he proceeded to refer 
to the “ cabbage garden plot ” of the ’48 rebellion, to 
“ Emmett’s rabble ” and to “ cut-throat Tone.” Utter- 
ances of this kind are of little use, and merely enable the 
I.R.A. to claim that the Catholic hierarchy has always been 
opposed to the movement for complete independence. 
The bishops must be prepared actively to educate the 
people on these matters, not by occasional diatribes, but by 
reasoned and constant instruction and, if necessary, by 
organised and intelligent action. Unfortunately they seem 
to lack a clear policy and effective leadership, they are 
prepared to speak but not to act. 

The Catholic Church is, indeed, the one remaining 
bulwark against the disruptive forces which threaten us. 

881 



The Irkk^Frce State 

It is, therefor^ sad to find that the piindpal paper, read 
by one of the bishops at the recent annual meeting of 
the Maynooth Union, was a vulgar tirade against Trinity 
College, delivered at a time wdicn unity, rather than 
dissension, should be sought amongst those who stand for 
the defence of Christianity in Ireland, and who have far 
more in common than their leaders seem to realise. No 
objection is taken to Irish Catholics attending Qrford, 
Cambridge, or the Queen’s University, Belfast, all of 
which are in a similar position to Trinity. The real 
objection is, of course, that Trinity competes successfully 
with the National University, an institution which cannot 
by any stretch of the imagination be called a Catholic 
university. Trinity has a definite place in our history, 
and was the alma mater of Tone, Emmett, Davis, Redmond, 
Douglas Hyde (whom it recently honoured) and many 
other national leaders. Tone was, in fact, the founder of 
the United Irishmen, and the father of Irish republicanism, 
which this year displayed its dissensions over his grave. 
Each year a republican pilgrimage takes place in June to 
his burial place, at Bodenstown, County Kildare. On this 
occasion, however, the Fianna Fail party refused to join 
the I.R.A. celebration, and organised a separate demon- 
stration of its own, as it apparently wanted to avoid 
appearing as an appendage of the I.R.A. ; and Sinn Fein, 
Miss Mary MaeSwiney’s devoted Old Guard, objecting 
to the I.R.A.’s associates, organised another. An official 
parade by the national army also took place, so that Wolfe , 
Tone had, this year, four different celebrations in his 
honour. It is difficult to reconcile these body-snatching 
performances with any real sense of patriotism or humour, 
nor has the paranoiac hatred they seek to perpetuate any 
purpose or excuse. Were Tone alive to-day, he might 
well exclaim : “ Save me from my friends ! ” 

The Irish Free State. 

August, 1933. 
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I N previous issues of The I^ound Table muc^ has 
appeared on the general characteristics of .politics in 
Canada, the nature of the parties, the issues over which 
they fight, and the legal features of the federal constitution. 
Little attention has, however, been given to the question 
of public administration in the Dominion, and no attempt 
has been made to evaluate its quality. This is the 
theme of the present article. 

It needs no elaborate argument to prove that, whatever 
the triumph of Canada in the art of government, it is not a 
triumph in the perfecting of an administrative system. In 
public administration Canada lags notably behind Great 
Britain. She has inherited the British parliamentary 
system, but she has not inherited all the excellencies of the 
British administrative system. In brief, Canadians sorely 
need to pay increased attention to the combined art and 
science of public administration. They require to study 
with thoroughness the methods and machinery of adminis- 
tration in some of the older States of Europe. It is not 
intended, however, in this article to deliver exhortations in 
such a general strain. The intention is to pursue the 
humbler task of describing and interpreting tendencies. 


I. The Civil Services 

A ttention may first be directed to the development 
and character of the federal civil service. Up to 1908 
political patronage in this service was triumphant. It is 
true that as early as 1868 a Civil Service Act made a 
qualifying examination requisite for appointment to certain 
offices, but the provision proved to be little more than a 
scrap of paper. The Act was systematically violated, the 
examining board was ineffective, and the majority of 
appointments were made on party grounds alone. The 
results of political patronage were what might have been 
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expected. Some excellent appointments to the service 
were doabtku made, but the cumulative result of a 
r^me oif pohtical spoils was evil in the extreme. A R07JI 
Commission in 1880 could honestly describe the civil service 
as '* a refuge for people who, by reason of their indolence 
or lade of intelligence, could not succeed in other employ- 
ment.” Men were placed in positions for which they were 
woefully unqualified. Departmental staffs were needlessly 
enlarged, at great expense to the public, in order to accom- 
modate those whom politicians wished to reward. Owing 
to the prevalent attitude towards public employment it was 
difficult for civil servants to achieve that status and spirit of 
independence which are essential for the most reliable and 
creative work. An attitude of political servility was much 
too prevalent for the welfare of the public. In brief, there 
existed the usual crop of evils which follow from political 
patronage. 

A reform was attempted by a statute in 1882, which pro- 
vided for an examining board and for somewhat more 
systematic qualifying examinations ; but it proved feeble 
and ineffective because to most appointments the door of 
political patronage was still wide open. Consequently, 
when a Royal Commission in 1907-8 investigated the 
federal service, it found conditions as deplorable as those of 
1880. Real reform began with the passage in 1908 of a 
Civil Service Act which established a Board of two Civil 
Service Commissioners with secure tenure and substantial 
salary, endowed with the power of overseeing admission 
to the service. With certain exceptions all appointments 
to the inside division at Ottawa were to be made by com- 
petitive examinations. Where purely technical qualifica- 
tions were required, competitive examinations might be 
dispensed with. These provisions dealt a blow at the 
dominance of a system whereby men were appointed to 
public office mainly on the solicitations of Members of 
Parliament, or on the pressure of patronage committees in 
the constituencies. But only the civil servants in Ottawa 
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weft ftfiedtedy laid, «iAce by far the largest number of those 
on the eraployinent registers of the government were out- 
side the capital, the scope for further reform was great. 
Indt^ the most flagrant examples of the sp9ils principle 
were found in the outside service. Not till the concluding 
period of the great war was a genuine efiort made to remedy 
these. A combination of circumstances then favoured 
reform, particularly the existence of a National Government, 
and a sensitive public opinion aroused by some disgraceful 
disclosures of corruption in connection with war contracts. 
Hence there was passed the Civil Service Act of 1918, 
which brought most of the appointments in the outside 
service within the control of the Commission. This was 
a far-reaching measure and it imposed a tremendous strain 
upon the Commission, which had now nominally the task of 
filling, as occasion required, some 45,000 additional offices. 
That strain has been felt to the present day, and it would 
not be untrue to say that no satisfactory machinery has since 
been devised which would enable the Commission to 
exercise an effective control over so large a number of 
appointments. 

The Commission attempted to lighten its new burdens 
by a thorough reclassification of the service, whereby 
every office with any distinctive features was placed in a 
category of its own. In this extensive undertaking it 
obtained the assistance of a body of American personnel 
experts, who submitted an elaborate report, entitled The 
Classification of the Civil Service of Canada. The new 
classification evoked violent criticism, and the ponderously 
serious report of the American experts was commonly 
referred to as “ the joke book.” So stormy was the criticism 
that the classification had to be amended before being 
carried into effect. It is needless here to examine in detail 
the pros and cons of the classification adopted. It is 
sufficient to note that it involved scrapping the former 
system of general academic examinations as a test of ability, 
and the substitution of examinations calculated to test the 
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spediil or knowledge inquired for e given join 

Tlie doubtful method of promotion by examinatioa was also 
restored. The system of technical examinations has severe 
critics, who compare it unfavourably with the different 
system wdiich prevails in England. But the difference 
between the two types of examination is probably less vital 
than is usually thought. If conditions are such as to 
attract able men, a technical examination on a competitive 
basis may be as easily defended as an academic type of 
examination. Whether conditions in Canada are actually 
such as to attract able men is a different question to which 
we will return on a later page. 

One acute problem emerged soon after the passing of the 
Act of 1918, and has remained a source of difficulty to the 
present day. It is the problem as to what appointments 
should be exempted from the control of the Commission. 
The commissioners themselves were quick to realise that 
it was impossible for them to exercise the requisite care in 
making all the appointments for which they were held 
responsible by the Civil Service Acts. Written examina- 
tions were in many cases impracticable, for instance in 
those of rural postmasters, where, owing to the small 
remuneration, there was often no eagerness to apply for the 
job, still less to stand for an examination. Hence the 
commissioners recommended that positions with a yearly 
salary of under $200 should be exempt. From time to 
time additional exemptions were added, until at the present 
day a large number of members of both the inside and the 
outside services are free from the jurisdiction of the 
Commission. The net result has been to nullify the efforts 
of the reformers. Patronage committees remain a sinister 
fact ; there is still an ugly pressure upon local Members of 
Parliament from numerous job seekers ; public work often 
suffers through the appointment of men for political 
reasons rather than for those of efficiency. Yet the situa- 
tion is vastly better than it was before the Acts of 1908 and 
1918. There is not such unblushing abuse of the public 
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Msvic;e «»« awqiw of n»ni,rdiag political pardutts, fgoam 
db 1^ atpd ctiwot, eapkdt the public pone to the Mjnc 
extxaTagant «ctesit. 

A ^tteatiou of aome moment ia the extent to ^firhich public 
(^nicm lies behind this development. One cannot a&swtf 
the question with any degree of assurance. On the whole, 
it seems evident from the newspapers that public opinion 
has grown more consistently antagonistic to the system of 
political spoils, la western Canada especially this antagon- 
ism is vigorously expressed. An excellent illustration 
occurred a few years ago when a Liberal Postmaster-General 
dismissed some thirty-two postmasters, in some cases evi- 
dently on the advice of patronage committees. The fact 
that he was a Liberal did not save him from a bitter attack 
in the Winnipeg Free Press^ the leading organ of liberalism 
in the West. Nevertheless the battle over the principle of 
an independent civil service is far from being completely 
won, and a more robust public opinion than at present 
exists will be necessary to achieve a final victory. It is an 
ominous and disquieting fact to observers who keep 
abreast of modern progressive movements that in almost 
every parliamentary session at Ottawa there are motions 
to abolish appointment by a Civil Service Commission and to 
get back to what is euphemistically described as “ minis- 
terial responsibility,” which only too evidently is the respon- 
sibility of irresponsible patronage committees. In the 
session of 1931, Mr. Gagnon, from the province of Quebec, 
introduced a Bill providing that all appointments to the 
service outside Ottawa — some 30,000 as compared with 
10,000 in the capital — should be removed from the juris- 
diction of the Commission. Alike motion was introduced in 
the subsequent session, when one member described the 
Civil Service Act of 1918 as “ a relic of war hysteria under 
which we laboured some ten or twelve years ago.” 

These critics claim that the Commission’s methods of 
appointment involve tedious and time-consuming red tape, 
and in this charge there is doubtless some truth. It is an 
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aafottanMe fact tint ia t^oait years the meiiAaw of 
Cdnmtisekm have been reUtiv^ weak men. Hiejr haVh 
lacked c Va f and vigorous juc^inent and that capacSty lor 
coorageons action ivhich is necessary to cut away rudilessfy' 
the hoary growth of unnecessary regulation. For the 
attainment of genuine improvement Canadian goVem* 
mems must appoint commissioners vwth greater talent and 
bolder qualities. Only men of the highest capacity should 
be entrusted with the great responsibility of recruiting the 
public service. But it is only fair to point out that the 
present Commission is needlessly hampered by the faulty 
provisions of the Civil Service Act. Some of the so-called 
red tape was not created by the Commission, but by the 
parliamentarians who drew up the Civil Service Act, and a 
recasting of this important measure should accompany the 
appointment of abler commissioners. On one thing we can 
be emphatic : that the removal of the majority of the 
appointments from the control of the Commission would 
be disastrous. Those who know the past history of the 
Canadian civil service can harbour no two opinions on this 
matter. The unsavoury conditions which prevailed when 
the spoils system was triumphant were set forth with 
convincing power by the Royal Commission of 1907-8, and 
there is every reason to believe that similar conditions 
would return if the appointing power of the Commission 
were to be greatly restricted or entirely destroyed. The 
existing system should at all costs be preserved and 
improved. 

In connection with the federal service there is a further 
important consideration. In prosperous times it is notori- 
ously difficult to recruit able men for government work. In 
a new country which has hitherto developed rapidly, 
commerce and industry afford such glittering prizes to the 
ambitious and the able that public service is too often left 
to the second-rate and the unambitious. It is not to be 
implied that all the members of the federal service in 
Ottawa are of low calibre. On the contrary, there are men 
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ukf ^aauasxy. URndurat ua|>l 7 ing tasf mvidioaa discrimm*- 
Mr. &• H. Coats, the Ikan^okm StstMtieum, end 
Dr. Osar Sidtooi, the Depo^ MSnuter ,kA Ex tern al 
A&drs— to mention onlj two — would not suffer in com- 
parison with the leading public servants of a great European 
State. But unfortunately there are many more in impoiv 
tant offices who cannot be rated equally high. They are 
intellectually sterile, and owe the office they hold either to 
the fact that they are not subjected to the rigorous com- 
petition of able men, or to political influence, and to their 
readiness secretly to utter the party shibboleth. The only 
remedy for this condition is to judge men solely by merit 
and not by their political affiliations. Equally essential are 
adequate salaries. The higher posts, like those of the deputy- 
ministers, are already fairly well paid when due recognition 
has been given to the perquisites of the office, but there are 
not enough well-paid minor positions to attract able young 
men. Consequently, the deputy-ministers, who are usually 
taken in mature life from outside activities, are often forced 
to depend upon mediocre subordinates, men who adequately 
satisfy the prosaic requirements of clerks, but lack superior, 
executive and thinking capacity. A patent weakness in the 
federal service is its failure to provide a sufficient number of 
attractive stepping-stones for ambitious and able young 
men. , Yet it is only by attracting such men that the 
leaven of ability can be increased and those conditions 
eliminated from the federal service which led one wag to 
describe as its appropriate motto the words, “ All hope 
abandon ye who enter here.” 

In the provinces the civil services reveal the defects, in 
most cases accentuated, of the federal service. Political 
patronage, with its damaging influence on the quality of 
public administration, has been the rule. In Ontario an 
attempt has been made with partial success to minimise 
the ill effects by the appointment of a Civil Service Com- 
missioner to supervise all appointments, investigate con- 
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tiont lor bettering 
tbe paat yean, there is stifl ample room (or imj^'nQg 
the methods of recmitiag, promotixkg, and preaercing the 
independence of provincial dwl servants. 'WTiat seems to 
be particularly lacking among the members of both the 
fed«al and provincial services is a real professional spirit, 
which in itself would do much to guarantee their inde- 
pendence and enhance their influence. Significantly there 
is no branch in Canada of the Institute oi Public Adminis- 
tration of Great Britain, or anything in the nature of that 
association, although branches of the Institute exist in New 
Zealand, Australia and some of the outlying parts of the 
Empire. The fact that there is no organization to bring 
together public officials on the meeting-ground of a common 
interest in public administration means much ; it means 
especially that there is little scientific interest in the sub- 
ject among most of those who arc actively engaged in such 
administration, and that in itself is not a healthy situation. 

A phase of public administration in which political 
patronage has been particularly costly is the granting of 
contracts for public work. This form of patronage has 
been, perhaps, the greatest of the unnecessary costs of 
Canadian government. The party in office is the largest 
distributor of contracts within the State, and in Canada it 
has commonly not refrained from using its power freely to 
maintain or to extend its hold upon the constituencies, by 
carefully spending money in those areas in which its. 
majority is threatened. Thus by a process which is not 
far removed from the ethics of bribery it wins support. 
This, needlcM to say, is not a political blemish peculiar to 
Canada. It is prevalent in the democracies of practically 
^ new countries, and in Canada it has not hitherto revealed 
itself to an exceptionally vicious degree. But it is there, and 
Canadians should correct it. That it survives is partly 
owng to the indifferent and uncritical attitude of public 
opinion ; the readiness of the public to condone the little 
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«l polhiclaw w «n inevitaUe put of ilie. proceu of 
govenana^ Its oorrectMm most await, like so mmJi dse 
iaOaa^aa democracy, ^ growth a more alert pqwbur 
s^ibace and a more vig(Mrous poUk a^rit. 

11. Local Adminutratiom 

A PRONOUNCED weakness in administration exposed 
bjrthe events of the present depression is found in the 
municipalities. For the benefit of readers outside Canada 
it may be pointed out that municipal institutions in this 
country have wide and important powers. The United 
Empire Loyalists, in laying the foundations of Ontario, 
brought with them from the north American colonies 
stubborn convictions about the value of local government, 
and built up a system of local rule which later was adopted 
as a model elsewhere in Canada. The British North 
America Act gave to the provincial legislatures the authority 
to establish municipal institutions and to endow them with 
necessary powers. In all the provinces these powers are 
generous. For example, until the present depression 
unemployment and poor relief were left almost wholly to . 
local governing bodies, involving a financial burden at times 
of no little weight, particularly in the case of the cities. With 
mounting figures of unemployment, from 1930 onwards, this 
burden became unbearable. The municipalities had neither 
the financial means nor the administrative organization to 
deal effectively with a problem which lyid become national 
in its complexity and magnitude. The provincial and federal 
authorities were, therefore, forced to aid the municipalities 
in the matter of the cost of unemployment relief. 

This financial aid did not, however, meet all the para- 
lyzing difficulties of the situation. The municipalities were 
straggling to cope with a problem which administratively 
exceeded their capacity. In the majority of cases they had 
not the necessary organization or trained officials. It is 
true that they were quick in improvising them, but their 
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inM»m| >1/ymMit reqoim die compilation of usifona -and 
usefid ttatistics, in order to tat the efiects of eiqperim^til 
policia ; the power to transfer workers from one area to 
another according to employment needs and the planning 
of public constructbn ; the exercise of care in the distribu- 
tion of relief money and in expenditure on useful public 
works. Timse and other necasary conditions have been too 
frequently absent in recent years, because municipal coun- 
cils have been ignorant of the complexities of the problena 
and have had inadequate expert advice. 

Such advice might well have been supplied by both federal 
and provincial authorities, but these authorities were just 
as sadly unprepared as were the municipal bodies. The 
Federal Government seemed on the whole to think that its 
task was done when it voted money for the provinces and 
the municipalities to spend on relief. On the other hand, 
the provincial authoritia have in most cases granted 
subsidia to the municipalities without much attempt to 
guide them in the administration of these funds. In 
Ontario the government, in its subsidies to the munici- 
palities, laid down few conditions. The subsidies were 
usually hurriedly made, without anything like a thorough 
investigation of the needs of each municipality. No 
adequate service of inspection was provided to check the 
cfhciency and honesty of municipal methods in adminis- 
tering the funds. Hence, as might be expected, some cases 
of scandalous expenditure have occurred, A notorious case - 
was revealed at the town of Sturgeon Falls, where relief 
funds were freely plundered by those who had no rightful 
claim to benefit. 

Noi does this weakness in municipal administration show 
itself only in handling the problem of unemployment. It 
also appears in attempts to implement measures of social 
legislation. An excellent instance was the administration 
of old age pensions in Ontario. In 19x7 the Federal Parlia- 
ment passed a law providing for the grant of assistance to 
any province undertaking to pay old age pensions on cer- 
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xma proNiribed cDudkicHos. . Th/t kttai oi this ««p^rt wis 
detenDBUMiid. bf the fact that there i$ a doobt whecher the 
Federal ^veittuaeat itself has power under the British 
Nor^ America Act to establish a purely federal system of 
old age pensions. The Federal Government^ however, 
admittedly has the power to grant money to the provinces 
for any purpose. The statute of 1927, therefore, seemed 
to be the only feasible way of furthering the particular 
polity in question, and it was a particularly effective way, 
since few provinces wished to lose the opportunity of 
extracting additional money from the Federal Treasury. 

Ontario passed the necessary legislation, providing for 
local pension authorities in every city, town, county and 
district, with power to adjudicate upon claims for pensions. 
But, as in the case of many unemployment relief commit- 
tees, the mechanism of administration was lamentably 
defective, and various abuses soon crept in. Not the least 
of these was the use of their power by the boards on some 
occasions for party or political ends. Shortly after the sys- 
tem came into operation, Mr. W. G. Martin, the Minister 
of Public Welfare, admitted that considerable abuses had 
been unearthed by five inspectors engaged in investigating 
cases of pensions granted by the local boards, and that, 
although the total number of pensioners was only 39,000, 
the government would recover more than $200,000 ille- 
gitimately distributed. Owing to the prevalence of such 
abuses a wise change was made in 1932, whereby in future 
all applications for pensions had to be forwarded for 
investigation to a Provincial Old Age Pensions Commission. 

In these paragraphs no reference has been made to what 
might be considered the striking successes of public admin- 
istration ; such, for. example, as the excellent work per- 
formed by the officials of Ontario’s provinciaUy owned 
hydro-electric system, or the equally excellent work of 
federal officials in Ottawa in building up within the past 
ten years a first-rate statistical service. Other instances of 
commendable work done by public servants might also be 
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cited. Bttt tlie i&tenooa <d ^ wade is to describe il» 
more condtttoiu, vduch ere not as wbolesome as 

tibejr ffl^t be. The cnu «rf the situation is this : the 
mndencjr in Canada has been to devolve on to the municipal 
authorities responsibility few the administration of sorely 
needed social policies, and in recent years particularly, in 
view of the increase in the burden which is placed upon 
the State in connection with the amelbration of social 
conditbns, it has been proved that these authorities cannot 
discharge tlus responsibility satisfactorily because they 
are inadequately organised and supervised. The gravity of 
the nutter is not sufficiently recognised. As already 
mentioned, the Canadian people have hitherto paid less 
attention to public administration than the sobject 
deserves. One thing which undoubtedly aggravates the 
condition is the existing distribution of power between 
federal and provincial governments, often referred to in 
previous articles of The Round Table.* The Federal 
Government does not feel free under the provisions of the 
British North America Act to carry into effect social 
legislation. If it were free, it would undoubtedly create 
administrative agencies which could be efficiently super- 
vised. As thmgs are at present, it is left to the provinces 
to pass the bulk of the social and labour legislation, and they 
in their turn shoulder on to the municipal bodies much of 
the responsibility for administration, with results which are 
too often unfortunate. The simplest and most effective 
method of reform would no doubt be to enlarge the federal 
legislative power; but this is difficult to achieve because 
of the overgrown particularism of the provinces. Demoo 
racy in Canada is notwithoutits virtues, but "an alert popular 
v^nce ” in the matter of pubUc administration is not one 
of them. There is no more pressing need than its creation. 

Canada. 

J»iyi 1933. 

894 





L AuSTKAtlA*! ReSPOHSE TO THE OTTAWA AgKEEMBMT 

T he first business which the Lyons Government 
brought before the Commonwealth Parliament when 
it met in March was a new tariff. In moving the tariff 
resolution, the Minister for Customs (Lt.-Col. T. W. 
White), whose predecessor, Sir Henry GuUett, had been 
compelled by ill-health to resign his portfolio, sum- 
marised the object of the Government’s policy as being 
to secure ; 

(a) a selective tariff, where efficient industry is an essential qualir 
fication for tariff shelter ; (b) a competitive as distinguished from a 
prohibitive tariff j (c) the measure of protection to be guided by the 
recommendation of the skilled Tariff Board, and not by arbitrary 
ministerial action. 

“This,” he went on to say, “accords also with the Ottawa 
Agreement, whereby the first responsibility of each govern- 
ment is recognised to be to care for the industries, whether 
primary or secondary, upon which its population depends, 
while at the same time assisting the commercial solidarity 
of the Empire.” “ The aim,” he stated, “ is to attain a fair 
balance between primary and secondary industries.” The 
Minister referred to Articles lo and ll of the Ottawa 
Agreement, which declare that the Australian tariff is to 
be based on, and reviewed in the light of, “ the principle 
that protective duties shall not exceed such a level as 
will give United Kingdom producers full opportunity of 
reasonable competition on the basis of the rdative cost of 
economical and efficient production, provided that in the 
application of such principle special consideration may be 
given to the case of industries not fully established.” It was 
not intended at Ottawa, the Minister added, that reason- 
able competition should mean destructive competition. 
If Australian costs were higher in economical and efficient 
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podttction, allowance moat be made in ascertaiidng ibe 
proteetioii necessaiy. 

In the performance of its engagement ;Co review existipg 
protective duties, the Commonwealth Government referred 
a large number of important items to the Tariff Board |or 
mquu7 and report. The Board had been occupied upoh a 
review of the tariff for some time before the Ottawa 
Agreement, and compliance with the principles of the 
Agreement has not rendered it necessary for it to alter 
the general lines that it had been following. In so far as 
certain industries are concerned, however, it is probable 
that, although the Board’s reports may not have brought out 
the point, difficulty will be experienced in permitting reason- 
able competition on the basis of economical and efficient 
production. Economical and efficient production in an 
Australian industry may only become possible when that 
industry commands practically the whole of the market. 
If imports which will supply part of the market are per- 
mitted, then even if the price does not fall Australian pro- 
duction may be so reduced in scale that sale at the former 
price may become impossible and the industry languish. 
Despite the benefits which primary producers may expect 
to reap from the Agreement, it is most improbable that 
Australian opinion would be willing to pay the price if it 
meant the loss of such industries. 

The tariff submitted in March embodied such reductions 
of duty as had been recommended by the Board in reports 
already in the hands of the Government, including the 
reductions that had been proposed in tariff resolutions sub- 
mitted during the 1932 session, many of which were based 
on reports made before the Ottawa Agreement. The re- 
ductions in duties on British goods arc considerable, and 
many of them should have the result of stimulating British 
trade and lowering Australian costs, both in primary and 
in secondary industry, without seriously damaging sound 
and well-established Australian manufactures. The follow- 
ing figures, from the Board’s various reports, which have 



Awsm3^% ite^fOBie to Iktawa Agreement 

been t J a i teA - «■ Att imw tni^ can pnilMd^ be tiwted » 
repf c aeatarive antaaoes »--* 

Britidi imports !fe^aced dades 

before Scdlin Former duties *93*-33 

Goods tarii (British prderearial) 

Static tran»- 130,000 60 pet cent., or specific 45 pet cent. ; 

formers rates up to equiva- larger sizes 

lent of 280 per cent. free. 
aivdortm 

Crude oil engines 53,000 55 per cent. 45 per cent. ; 

free above 


Dynamo-electric 445,000 
machines 


Vessels of 500 to 


100 h.p. 

40 per cent., 45 per 45 per cent. ; 
cent., and spedfic larger sizes 

rates up to equiva- free, 

lent of 154 per cent. 

50 per cent. Free. 


1,000 tons 
Ele^rical 
fittings 


Dry batteries 


Hoods for hats 


730.000 65 per cent, and up- 274 to 45 per 

wards, and specific cent., and 

rates up to equiva- many free, 

lent of 700 per cent. 

— Specific rates up to 35 per cent, 
equivalent of 300 
per cent. 

175.000 203. a dozen . . 10s. a dozen. 


On these items the reduction in the duty is considerable. 
In other cases it appears to be inadequate for the purpose 
of the Ottawa Agreement. For instance, although the pro- 
hibitive duty imposed by the ScuUin Government on socks 
and stockings has been halved, it still 'seems to provide an 
excessive rate of protection (about 100 per cent, against 
British and 200 per cent, against foreign products). It is 
the same with many other articles of apparel. The TariflF 
Board has advised the Government that although these 

* Tbe figures lot imports tre the sterling values of British imports in an 
avenge year before the increases of duties enacted under the Scnllin Govern- 
ment came into force, and the duties are those applied to British imports ; 
foreign imports are subject to duties at substantially higher rates than 
Biitkh imports. 
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items haw been leceotty reported npoo, th^ sheMiSd he 
reccmmdered in the light of the Agr^neiit. Ochar isa* 
portent items have been listed for review ; they include 
b(dts and nuts and gem for motop^ars. 

In the ease of machinerj it may be said that very sub- 
stantial benefits have been given to British manofacturers. 
Resides the items already mentioned and others of less 
importance on which the duty has also been rednced, there 
are 367 items which were formerly dutiable at the rate of 
45 per cent, in the case of British goods and 65 per cent, in 
the case of foreign goods. Actually these items were 
admitted free at the discretion of the Minister, under a by- 
law, but the duty might at any time have been imposed. 
They are now admitted free of duty under the preferential 
tariff, and arc subject to 15 per cent, under the general 
tariff ; nor can any new duty be imposed without inquiry and 
report by the Board. But in the case of textiles, and iron 
and steel, the effects of Ottawa are less beneficial to British 
trade — indeed no one familiar with conditions in Australia 
would look for any great benefit to British trade in 
these particular products. The Australian woollen in- 
dustry, both spinning and weaving, is well established and 
efficient, and there is strong internal competition ; hence 
it cannot be expected that the tariff will be lowered so as to 


permit of oversea competition in the important lines. 
Cotton spinners and weavers, who have heavy protection in 
respect of limited classes of goods, are asking for an 
extension of their privileges ; they arc, moreover, supported 
by cotton growers who demand a protected home market. 
The British preference on cotton piece goods is 20 per 
cent. These goods are not made in AustraUa, but they 
are the subject of competition from the Far East, and 
those who would correct this state of things by tariffs 
must bear in mind that China and Japan arc buying in- 
crwsmg quanmies of our own exports, particularly wool 
and wheat. The gravest case is that of iron and steel an 
to AMtrdU and «,„ipp,d with modem 
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fhatf «ludi ilicadf the Aastndia&^ madeet whh 

{Nf iiMi» raila* seettoaa aad other important 

pf^ncts. Oik gnnmds oi defence* moreorer* it haa na- 
answerable claims to contianed existence. Both during and 
alta the Ottawa Conference, the iron an^ steel com- 
panies annooi^ed that preparations were being made for 
the extension of their plant so as to permit of the manu- 
facture of iron and sted plate, pipes and tubes (for water 
and gas), hoop iron of all sizes and tinned plate. These 
are almost all the important items now imported from 
abroad. Each of these developments has been encouraged 
by the Commonwealth Government, for, although the items 
in question have hitherto been free, deferred duties 
have been declared from time to time — some as long ago 
as 1920 — ^to come into force whenever the Minister is 
satisfied that production is about to commence or is 
actually established in Australia. In view of this en- 
couragement, and of the fact that, ever since the inception 
of the industry, they have planned these very develop- 
ments, which, moreover, are said to be necessary for the 
economic working of the existing iron and steel plants, the 
companies claim that they are entitled to protection. 
If any protection is given, however, it is not likely to permit 
of competition from Great Britain. The most important 
remaining trade with Great Britain in the iron and steel 
category (except machinery) is thus threatened. 

The Tariff Board has been fully engaged in the inquiries 
which have to be made before the Ottawa Agreement can 
be honoured, but progress has seemed slow both to 
would-be importers and to those interests in Australia 
which want to see an immediate and substantial reduction 
of duties. It is understood that representatives of British 
trade feel anxiety as 'to whether Australia intends sub- 
stantially to comply with the Agreement. What has been 
said above should satisfy them that the Government has 
acted in good faith, and that reductions may be expected 
in many more duties. .Hie views of those in Australia 
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nlto widb to tee dndci kwoed found ezptenkMi In « 
resoktlrai stored by Mr. Patenaa, deputy^leadar irf iInb 
C oostij paltry that the GoreraiBent thoold at caice give 
la incKated preference to Britiah goods by redadng aU 
iuties raited hy the ScoUin Goretnment to the lerd of 
the 1921-1930 tariff, without awaiting reports from the 
Board. Thia view did not, however, give adequate weight 
ather to the difBculty of reducing duties, or to the danger 
:hat too great haste and insufficient consideratbn might 
iHenate public opinion and jeopardise all hope of reason- 
ible tariff reform. The House of RepresenUtives rejected 
Mr. Paterson’s resolution; the Government’s proposals 
were adopted by it in May almost without alteration and 
are likely to pass the Senate by July. 

It is not to be supposed, however, that Australian opinion 
is wholly satisfied with what is being done. On the one 
hand, there are the disappointed primary producers, who 
looked for a double benefit — ^better markets in Great 
Britain, and cheaper goods in Australia ; in so far as the 
former is concerned they have been disappointed, owing to 
the restriction of the quantity of meat imported into the 
United Kingdom, the proposed restriction of imports of 
butter, and the fall in the prices of both, while they find 
little change in the price of the things that they most need. 
On the other hand there are the manufacturers who fear 
for the future of the more highly protected industries. 
Betwwn the two stands the general public, which (bearing 
in mind the doubts about our future economic structure 
that are suggested by the failing markets for our food exports 
in Europe, and the growing markets for our wool and wheat 
in the Far East), is unlikely to support any tariff reductions 
which would threaten major industries, and is also uncertain 
about the wisdom of measures which might antagonise our 
best foreign customers. 

Figures are not available for an adequate statistical 
picture of the effect of the new tariff. Duties on about 
130 Items and sub-items, if imported from Great Britain, 
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hifffe mdW&et (iSiis total includes tlie redudaons mndi 
hf tariff lesolutions in 1^2, some of them befoie du 
Ottawa Conference) ; on about 440 items, the duties 01 
^tiah goods remain unaltered, but on fOTeign| goods thcg 
areraii^most ofthieml^Sto lopercent. It is not to b( 
onderstood, however, that the duties on all British goodi 
which now bear lower duties would give “full oppoitunit] 
of reastmable competition** with established Australia] 
industries even if the difficulty which arises from exchangt 
and primage, and is discussed below, did not exist; how 
many give that opportunity it is impossible to say. 

One point of the utmost importance has not yet beei 
dealt with. In making recommendations as to the amoun 
of duty necessary to protect an Australian industiy, th 
Board, whether it is applying the Ottawa principle or not 
has so far ignored the effects of exchange and primage 
Primage is a temporary revenue duty of lo per cent 
of the dutiable value, payable on nearly all imports. B; 
** exchange ” is meant the depreciation of the Australia! 
pound which makes its exchange value only four-fifth 
of the pound sterling. For over two years, at least ^121 
Australian have been required to make a sterling paymen 
of ;£ioo, and there is no present prospect of any apprecia 
tion ; but, as with primage, the exchange disparity wa 
at first assumed to be a merely temporary phenomenon. 

The first effect of this depreciation and of the primag 
is to raise the landed cost of imports in Australian pound 
in the ratio of 100 to 135 ; that is, the Australian manu 
facturer could charge up to Austrafian when competing 
with English goods costing £100 sterling to land, or, ii 
other words, exchange and primage, taken alone, adi 
35 to the percentage rate of duty recommended for pro 
tection. But Australian costs of manufacture are als< 
increased, because primage raises the price of importei 
raw materials and machinery, while exchange depreciatioi 
raises the price both of imports and of exportable good 
consumed in Australia. The cost of imported raw materia 
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^ ^#»(» raised by 3S per ceat^aiid^expom]lde|t^^ 
(s^.ra tnw 3 » bides, xnerals) I7 »5 per cent. The |«ices of 
iiopbfldt and exporuble foods (snch as tea, butter, &Hir) 
4ue rnsed m the same proportions, thus increuing the 
retail pike index, with a corresponding effect (m the wages 
paid hy those industries (including most manufactures 
in which wages depend on that index). Impressive state- 
ments of the theory of purchasing power parity could be 
quoted which would justify the assumption that the final 
effect would be to raise costs nearly as much as prices 
— nearly enough at any rate for temporary purposes. This 
conclusion, it may be noted, is much more plausible for 
Australia than for Great Britain, because wages in Australia 
are peculiarly elastic and responsive to price changes, 
while British wages have shown themselves remarkably 
rigid even in the debacle of prices of the last few years. 

Further, by a technicality of the customs law, ad valorem 
percentages are calculated not on Australian values, but 
on sterling values. A duty of 40 per cent, on goods with 
a landed cost of £ioo sterling or ,^125 Australian is not 
£i^o sterling or ^50 Australian, but ,^40 Australian. The 
ad valorem rate, nominally 40 per cent., is in effect reduced 
to 32 per cent. 

On the whole, then, there was a fair case for assuming 
that neither exchange premium nor primage— particularly 
if they were only temporary — gave such increased pro- 
tection to Australian manufacturers as to warrant a 
revision of rates of duty that had been fixed on the assump- 
tion that neither had any effect on competitive costs. 
Their persistence, hovrever, has called for a closer considera- 
tion of the problem. 

Economic opinion inclines to the view that under 
Australian conditions, in spite of the automatic adjustment 
of wages to prices, the general price level cannot be 
expected to rise much on account of exchange depreciation. 
General costs, therefore, will not be materially affected 
by exchange and primage. Hic special costs of raw material 
902 



Australia’s RespoHise to Ottawa Agreement 

tditd. Wltoi rt# aitktal biiUa 
liljg^ ia total oDtts, and that nw material k iimported or 
e^ortabie, an indnstiy may require nearfy all the dd 
dttcjr to gi^ it the same protection as it had when exchange 
was at par. On the other hand, an indnstiy using no imported 
or esrportabie raw material might be able to get along mth 
protection reduced from, say, 40 per cent, to 10 per cent. 
These are the extreme cases, and industries of the former 
land cannot be of great importance. On top of these and 
other complications com^ the consideration that, in spite 
of exchange and primage, the wages index in Australia has 
fallen 20 per cent, in the last three years, while British 
wages have fallen only 4 per cent. The relative protection 
required must therefore be changing rapidly. The TariflF 
Board held a public enquiry into the whole tangled question 
and made a report, but its recommendations have not yet 
been made public, although in both Houses of Parliament 
it was pointed out that the tariff could not fairly be con- 
sidered without knowledge of what was to be done about 
exchange and primage. 

Finally, those who expect that the implementing of the 
Ottawa Agreement will largely increase British trade with. 
Australia may be disappointed if they overlook the limit 
set to Australia’s imports by her capacity to pay for them. 
Oversea interest is a heavy fixed durge. The aggregate 
value of exports is determined more by the season than by 
the price received for them. There is, indeed, for a given 
season a fixed value of imports that Australia can buy. 
Capital investment from abroad would increase it, but that 
is not at present likely to take place to any great extent. 
Imports could be drawn more from Great Britain and less 
from other countries, though again not to any great extent. 
When what is possible in that way has been done, there will 
be a more or less fixed fund from which alone British ex- 
porters can be paid, until Australian export prices rise 
or the burden of external interest is reduced. Consequently, 
if reductions in the duties in one class of goods tend to 
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inczeaM fintisk export# of tkbce gbo^ to Anstt^i^ Aa# 
molt be a corre^iondiiig decrease in exports olkc# 
Brityi goods to Anstralia. 

Viewed from any an^ it is dear that to impleuunt 
Ottawa for the benefit of Australian primary prodncets 
and British manufacturers, without inflicting more damage 
on important Australian industries than Australian opinion 
will think justifiable, is likely to be very difiScnlt, if n<^ 
impossible. 

II. Appeals to the People 

D uring the quarter there have been appeals to the 
people in three States — on April 8 general elections 
in South Australia and Western Australia, and a referendum 
in Western Australia on “secession,” and on May 13 a 
referendum in New South Wales on the reform of the 
Legislative Council. Each of the general elections rejected 
the existing Government; in South Australia a Liberal- 
Country Ministry under Mr. R, L. Butler supersedes a 
Labour Ministry, while in Western Australia a National- 
Country Ministry gives place to a Labour Ministry with 
Mr. Philip Collier as Premier. The following is the 
state of parties as it appears from the returns, in comparison 
with their state in the outgoing Parliament. 


South Justralia. New Old 

Liberal Country 28 15 

Australian Labour . . 6 9 

Parliamentary Labour . . 4 20 

Lang Labour . . . . . . . . 3 1 

with a few “ Independent ” and “ Single Tax ” members. 

Western Australia. New Old 

Nationalists 8 15 

Country n j 

Labour 30 23 

Independent i 


In both cases the ministerial defeat was a rout, and in 
certain of its aspects expresses the dissatisfaction which a 
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ii tubniyt to taxiti ia nuukf. qaettiottB tani 
ior ir^ ’xeuD&s ia cobdnoang public 

daxiag tJie Reseat c^tical period, la both caset, the 
Ptefirie3"«chm tume is asaodated with the Ufe and wmks 

the outgoing Parliament disappears from parliamentary 
life. Sir James Mitchell, Premier of Western Australia, 
lost his seat. He was one of those who ill accommodated 
himaelf to these lean days when Governments have to do 
without oversea loans, and must contract expenditure. 
Mr. Hill, late Premier of South Australia, found even 
before the election that his zeal in supporting a plan which 
involved drastic all-round economies had made his position 
as Labour leader impossible, and his retirement to the 
non-political office of Agent-General in London, if it did 
not unite the Labour groups, prepared the way for a 
contest in which all of them were opposed not merely to 
the party led by Mr. R. L. Butler but also to its policy. 
In neither State is the divergence between Labour and its 
opponents quite so great as in the eastern States. This is 
partly a matter of persons, partly a matter of economic 
and social differences which have prevented labour class 
consciousness from assuming the form which it has in 
more highly industrialised communities. In the case of 
neither State has a “ turn-over ” the same significance 
for itself or for Australia as a whole as it has in the case of 
the eastern States. 

More interesting than the general election itself was the 
referendum which attended it in Western Australia on the 
subject of secession from the Commonwealth. The elector 
was called on to answer two questions : 

t. Whether he desired the secession of Western Australia from 
the Commonwealth. 

a. Whether he desired a constitutional convention to consider 
the reform of the Commonwealth Constitution. 

A majority of the electors answered “ aye ” to the first 
question; “no” to the -second. The answers are the 
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i&ore uitexcBtbg in that are indqio^ent of pavtjr 
iMoea of the general decd^; for Laboor in Weston 
AnstraUa has adopted die general Labour aim of unifica- 
tion, while the secessionist campaign had encoaragemmt 
from Sir James MitchelL The movement itsdl is the 
expression of manf discontents, most of them not peculiar 
to Western Australia. The production costs which a 
high tariff imposes are not compensated in Western 
Australia by an industrialisation which centres in Sydney 
and Melbourne, and grievance takes possession both of 
those who desire cheaper goods from abroad and those 
who would see Western Australia become more “self- 
contained ” with a tariff of her own. The Navigation Act, 
the especial grievance of Tasmania, is also a cause of 
Western Australian discontent. There are complaints 
that the incidence of taxation bears the more hardly upon 
States in proportion to their developmental tasks, and as 
these are greater in States with vast territory and a small 
population. Western Australia, pre-eminent in these con- 
ditions, accounts herself the chief sufferer. 

The complaints are not new, but hard times have 
brought them to a head. They compel the realisation 
that Australia is a continent, that policies which may 
be beneficial to the continent as a whole may be ill-suited 
to communities which, from their geographical situation 
and their economic and social condition, have a strongly 
developed self-consciousness which docs not merge in an 
all-Australia consciousness. The rigid party lines and 
discipline, on which Commonwealth elections are fought 
and parliamentary action is determined, have ignored 
these differences and hindered the effective recognition of 
these conditions in federal policy, and have diverted the dis- 
contented States to seek compensation in financial assistance 
from the Commonwealth in somewhat the same way as 
primary producers have sought compensation in various 
forms of Government aid for the han^caps imposed upon 
them by the tariff and social legislation. It is, too, one 
906 



Appeals to People 

of tbei&dKwiti^ of a federal ^pstem tkat ^ &dlitates 
some dIspenioA ^.re^jonsibilitj for the consequences of 
{Mdic7» and particiilarl^ of financial poUqr^ Notaditicleof the 
fiiundal and economic tangle in Western Austcalia is due 
to expenditure imprudently undertaken and carried out 
by the State itself in the name of development. 

On May 13 a referendum was held in Hew South Wales 
on the question of whether the Upper House should be 
reformed. On a poU of something over 1,400,000 there 
was a majority of just over 40,000 in favour of the reform 
proposals, which will accordingly become law. No change 
in the constitutional position of the New South Wales 
Upper House (the Legislative Council) was possible 
without a referendum, since the constitution specifically 
enjoins that the Upper House shall not be abolished nor 
shall its powers be altered, until the proposed change has 
been approved at a referendum. This provision was 
inserted in the constitution in 1929; its validity was 
upheld by the Privy Council in 193*. 

There is thus an essential distinction between the 
referendum held in New South Wales and that in Western 
Australia, a distinction which for fear of misunderstanding 
must be emphasised. 'Hie questions submitted to the 
people in Western Australia, and their answers, are wholly 
void of legal effect : the referendum was an extra-con- 
stitutional act, and its result was merely the collection of 
opinion. It is beyond question that no State by its own 
act can secede from the Commonwealth, and there are 
doubts whether even the machinery for the alteration of 
the constitution of the Commonwealth — the assent of 
the Commonwealth Parliament and the approval of a 
majority of voters in a majority of States — could effect 
the severance of a State' from the “indissoluble Common- 
wealth.” On the other hand, the referendum in New South 
Wales is the legal and constitutional means of altering the 
form and powers of the Legislative Council, essentially a 
State matter. 
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The New Scmth Wale* Upper Hoiue ha* pjevfcw^ 
consisted of members appointed for life 1 ^ the Governor 
on the nomination of the Premier. The number 'diat could 
be appoint^ was unlimited, and the question of how for 
a Governor was bound to accede to the request of a 
Premier for additional nominations had never been satis* 
factorilj' determined. In consequence of this the House 
has beim subjected to successive “ swampings ” ; no 
fewer than 77 new members have been appointed within 
the last eight years. The total membership at the time of 
the referendum was 121. 

The Government’s proposals were largely based upon 
the desirability of reducing the numbers of this unwieldy 
body, but were particularly directed to the avoidance of 
the possibility of a Government’s obtaining office, swamping 
the Upper House, and putting into execution a policy 
for which it had no mandate. The experience of Mr. 
Lang’s tragic regime of 1930-32 had shovm that the old 
system was no sufficient safeguard against this. 

The new Council vrill be elected by the members of 
both Houses of Parliament voting as one body on a system 
of proportional representation. It will be limited to sixty 
members, each one — except in the case of those elected 
at the first elections — ^holding office for twelve years. 
Every three years one-quarter of the members will retire, 
and elections will be held to fill their places. In order to 
start the system of rotationary retirement the members 
of the first House will be elected for varying terms. 

It will be seen that the system of indirect election takes 
its origin in large part from the recommendations of the 
Biyce Report of 1912 on the reform of the British Parlia- 
ment. TTic really distinctive feature of the proposals is 
the provision which has been made for solving deadlocks. 
If the Upper House refuses to pass a Bill upon which the 
Lower House insists, the Lower House, after a short 
interval and after the breakdown of negotiations with the 
Upper House, is empowered to direct that the measure 
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ia qaesdon shall gp to a refereadnm. If it is then passed, 
it ean become law in spite of the opposition of the Upper 
Honse. With r^ard to the supply Eills for the ortfinary 
annual services of Government, the Upper Hquse has no 
control, except the power to dday them for one month. 
Other money Bills come under the ordinary deadlodc 
provisions. 'Hus important departure from the usual 
convention that all money Bills should be under the com- 
plete control of the Lower House has been prompted by 
the recollection of Mr. Lang’s 1932 Mortgage Tax Bill 
(which, however, never became law). It was felt that a 
Government could violate its mandate just as effectively 
with a taxing Bill as with any other Bill, and that some 
check was necessary. 

In the circumstances the passage of the Reform Bill, 
in the face of that hostility to constitutional change which 
has always marked the Australian electorate, must be 
rated as a notable achievement, especially since the policy 
of necessary economy adopted by the Stevens Government 
was naturally unpopular in certain quarters. 

The new House cannot be elected until certain legal 
formalities have been complied with, and it is unlikely to be 
inaugurated before 1934. The present constitution of 
the chambers — ^the overwhelming majority of anti-Labour 
members in the Assembly, and of anti-Lang (though not 
anti-Labour) members in the Council — ^appears to indicate 
that at the outset, and for many years, the Council will 
have the “ conservative ” character generally attributed to 
second chambers. On the other hand, the Assembly 
may in any case appeal from its veto to the electorate 
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III. Public Finahce and th* Loan CooNaL 

T he Premiers’ Conference and the Loan Council 
(which can be transmuted in a moment bf a change 
of Chairman) met early in June to plan finance for the year 
1933-34. llie Commonwealth Bank Board sat at the same 
time to facilitate negotiations on short and long term 
borrowing. 

For revenue and expenditure in 1932-33, approximate 
figures were tabled which showed that the Commonwealth 
Government had bettered its undertaking to balance its 
budget in that year and was expecting a surplus of more than 
;f3 million. This included a carry-over of the unexpected 
surplus of jCi- 3 million earned in the preceding year, but, 
on the other hand, the Commonwealth found out of revenue 
j(2'2 million for the relief of wheat growers, which had not 
been budgeted for, and conceded some relief in land tax, 
primage on imports and sales tax. The States, which had 
the harder row to hoe, kept within the limit they had set 
themselves, and showed a combined deficit of £,i'y 6 million, 
against -a planned million. Queensland, Western 
Australia and Tasmania exceeded their quotas, but the other 
three States more than made up the excess. 

The performance for the year was, therefore, satisfactory. 
Progress towards balanced budgets does not continue 
automatically on a given scheme of economy in expenditure 
and additional taxation. Some expenditure, such as old 
age pensions, naturally grows, and the faster on account of 
the changing age distribution of the Australian population. 
Revenue, on the other hand, trends downward. Taxes on 
goods and services, it is true, have passed the low point and 
are increasing, but that chiefly benefits the Commonwealth. 
On the other hand, with the gradual reduction of capital 
values to realistic levels, all direct taxation continues to fall 
away, and the States are chiefly dependent on direct 
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taaniA*a. Sto k iCfiDM that the States caanot even keep 
defiota down to the 1932-33 figare without new efibrts. 
Hw Commonwealth is in a much stronger poaitkin in anjr 
case, and particularly so with the suspension of imprest and 
sinking fund payments on British war debt, which together 
make over £6 million in Australian currency. The 
Commonwealth has at least a ,^3 million surplus in the 
current year and could probably increase this figure in 
1933-34 it dircedy to offset State deficits. The 

Government’s view, however, is that it is more helpful to 
use the surplus to lighten the burden, of heavy taxation, 
both direct and indirect. It cannot be said that the State 
Governments concur in this opinion. 

With the prospect of a further decline in the yields of 
direct taxation, the States estimated an increase of deficits 
for 1933-34 from million to nearly £10 million. 

These figures roused the stern deflationists from pained 
acquiescence to impassioned protest. It was a radical 
departure from the “ Three Years’ Plan,” to balance budgets 
by June, 1934 — z lamentable failure to live up to the solemn 
undertakings made at the Premiers’ Conference of 1931. 
It was in vain that the Loan Council itself, its Chairman, 
Sir Walter Massy Greene, and the State Premiers, recalled 
the facts of 1931. The stern deflationists — ^including some 
important daily papers, backed by an elusive “ city opinion ” 
and “ banking opinion ” — continued their lamentations. 
The same body of opinion — or feeling — ^was, as might be 
expected, equally insistent on a reduction in taxation. 

The “ Three Years’ Plan ” was, in fact, a myth, having 
its roots in pious resolutions to balance budgets, before any 
definite plan for doing so was considered. There is no 
mention of three years in the resolutions of the Premiers’ 
Conference, which adopted the Premiers’ Plan in June, 
1931. The Committee of under- treasurers and economists, 
on whose report the plan was based, restricted its aim to a 
progressive reduction of deficits. It counted on some 
increase in export prices within three years, but even with 
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thit i ro p ro ngneat it recorded its conclusion tluit *‘it iirift 
not be possible to balance budgets during the next three 
pears.” Actuallp, export prices have fallen 12 per cent. 
t i nn#* that time, so that any progressive reduction in deficits 
SMU’e than fulfils the obligations undertaken bp the Govwn- 
ments in June, 1931. 

The myth has, however, served one useful purp<»e. The 
Plan has imposed difficult and unpopular tasks on all 
Governments, and all available pressure has been needed 
to keep some of them up to the mark. The Commonwealth 
Bank Board, which finances the deficits with treasury bills, 
has naturally felt a special responsibility in keeping deficits 
down, and has used the tacit assumption of a “ Three 
Years’ Plan ” with increasing insistence as a stick to beat 
reluctant treasurers. The Commonwealth Government 
has been disposed to second the Bank. Too insistent an 
emphasis on the immediate necessity of balanced budgets 
would, however, impose on the Commonwealth Govern- 
ment the logical necessity of using its surplus to reduce State 
deficits, a policy from which it is very averse. It was 
probably these considerations which led to a fairly united 
front of both Commonwealth and State Governments in 
their recent negotiations with the Bank, and to an agreement 
with the Bank, which takes fairly into account the realities 
of the political economic and financial situation. 

The first estimate of State Government deficits for 
* 933“34 about £10 million. When under-treasurers 
in committee and the Loan Council itself had done their best' 
with them, the total was reduced to million, and the 
request made to the Bank to issue treasury bills to that 
amount. The Bank suggested a limit of £j million. After 
further deliberations in the Loan Coimcil, the Common- 
wealth offered additional grants to the weaker States to the 
amount of £^00,000 and further economies of £200,000 
were undertaken by four States. The result was to reduce 
State deficits to £ 8 ’$ million, and at that figure an agree- 
ment was reached with the Commonwealth Bank. The 
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{Aumeil ddkitas com{»tre wifli eltitnated 

(iefiots fw i^2*-33 as fdiows .*— 


New South Wales 
Victoria . . 

Quecosland 
South Australia . 

Western Australia 
Tasmania .. 

8,760,000 8,500,000 

The Commonwealth, which would have a large surplus on 
the present prospects of revenue, is planning to reduce it 
to a moderate figure by remission of taxation. 

The official statement of the Loan Council took the view 
that £9-^ million was a reasonably satisfactory figure for 
total deficits. This figure took no account of the proba- 
bility of oversea conversions which would reduce it. It 
did not anticipate any rise in oversea prices, though prices 
were actually rising at the time. Moreover, some of the 
State treasurers were very hopeful that they could better 
their estimates. Further, the expenditure of Australian 
Governments included sinking fund contributions of over 
£’j million. When all these were taken into account, there 
was a good prospect that budgets would practically balance 
on the actual expenditure of the year. The possibility of 
suspending sinking funds was raised, but ihe Governments 
were resolute on the necessity of not interfering with 
sinking fund commitments, even at the cost of further 
local borrowing. 

The general policy in respect of loans for public works 
was settled at the February meeting of the Loan Council. 
It was then agreed with the Commonwealth Bank Board 
that in future money for public works should be raised on 
the open market for long term loans and not, as heretofore, 
from the banks by treasury bills. It was also agreed that 


* 93*-33 

(Estimated) 

4,210,000 

£ 

3,950,000 

800,000 

800,000 

1,580,000 

1,850,000 

t,100,000 

1,100,000 

850,000 

750,000 

200,000 

50,000 
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if market was favoarable for farther bwitmiag at 
reasosafale rates, some fonding of treasaiy hills should be 
ondertaken. The agreement on the latter point is not vary 
ei|dicit, and there is strong opposition to the early funding 
of treasury bills, on the ground that it will restrict credit 
and postpone the movement which is now going on steadily 
towards lower interest rates. It is possible that in the end 
a compromise will be reached by which treasury bills will 
only be funded to the extent that they are being increased 
by financing of deficits, so that the total of treasury bills 
outstanding will remain constant until definite progress 
towards prosperity has been made. 

Tbe public works programme for 1933-34 was fixed by 
the Loan Council in June at ,(^17,346,000. Of rbi«^ £8.^ 
million was raised recently by public loan at 3I per cent. 
A further loan for perhaps £7 million, with amounts 
available from other sources, would provide the balance, 
and this may be expected later in the year. But no agree- 
ment with the Bank has been made, and, at the suggestion 
of the Bank, the question was postponed until some estimate 
could be made of the effects of the World Economic 
Conference. The matter will, therefore, come up again 
for consideration later in the year, along with the question 
of funding treasury bills. 

There was one matter outside the sphere of finance dis- 
cussed by the Premiers. The political reaction to the 
Western Australia referendum was various proposals for 
a national convention to consider generally the revision of* 
^e Commonwealth Constitution. The discussions were 
indeterminate and ended in an understanding that there 
may be such a convention next year during a long parlia- 
mentary recess. The Commonwealth Government has 
independently appmnted a commission to consider States 
grants. 


Australia. 

July 27, 1933, 
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I. The CoALtnoN 

S OUTH AFRICA has had daring the last quarter 
almost a glut o£ political novelties. It has observed the 
political raetnies of a generation fraternising, and co- 
operating -with aU the apparent heartiness of long-standing 
association. It has passed through a general election in 
which the racial note has been all but unheard. It has 
seen a Parliament assemble in which the Opposition 
consists of only six members — ^in three groups of two. 
It is not strange that it should from time to time have 
wondered whether the change that has come over the 
political scene is not perhaps too good to be true — whether 
it can really be experted to last. 

The Hertzog-Smuts Gfovernment was sworn in on 
March 31, Parliament was dissolved a week later, and the 
elections took place on May 17. The issue was approval 
of the coalition agreement or otherwise. The electorate, 
augmented since the previous general election by the 
enfranchisement of the women, was asked to give the 
newly formed National Government a national mandate. 

In the election campaign the two contracting parties 
co-operated very eflfectively. In a seat held in the previous 
Parliament by a Nationalist, it was left for a Nationalist to 
carry the Coalition baimer. A similar arrangement was 
applied in the constituencies previously represented by 
members of' the South African party. TTre party organisa- 
tions loyally carried out the arrangement. Only in a 
relatively small number of cases was it defied by individuals, 
who courted expulsion from their own party in each 
instance, in order to oppose an official Coalitionist candidate 
from the other party. As a result in more than half the 
constituencies the official Coalitionists were returned 
unopposed. 

The opposition, in so far as it was put up, came from 
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Laboarkcs, fscm Mr. Tidinati Roos aad his frteiids, from 
isolatiomst factions in Natal, and from independents of 
varying a>loar8, most of them men who were disgruntled 
by the nomination of the official Coalitionist candidates. 
In the result 138 supporters of the Govemntent wsstt 
returned — 75 Nationalists, 61 South African party m<b, 
and two of the four Labour men who had in the last 
Parliament supported the Nationalist Government. Of 
the remaining twelve members of the new House six are 
independents who are pledged to support the principle of 
coalition, four may be described as Independent South 
African party men, and two as Independent Nationalists. 
The remaining six are the only members of the House who 
can be regarded as definite opponents of the Government. 
Two are Labourites, of that section which withdrew 
from the Nationalist-Labour Pact some years ago, two are 
followers of Mr. Roos, and two are Natal “ Home Rulers.” 
One of the South African party members, it may perhaps 
here be mentioned, is a woman — ^the first woman member 
of a South African legislative body — the wife of Colonel 
Deneys Reitz, General Smuts’s faithful follower in peace as 
in war, who is Minister of Lauds and Irrigation in the new 
Government, 

A word or two needs to be said about the Opposition 
groups, if only because each of them may perhaps become 
a focus of the discontent which, in accordance with the 
common fate of Governments, is likely to gather against the 
Coalition. 

As, for Labour, it is probable that it has reached the 
nadir of its fortunes in South Africa. At the 1920 general 
election it returned 21 members to a House of Assembly of 
134, In 1929 it secured only eight seats out of 148. In 
the present Parliament there are only four Labour members 
out of 150; of these, two won their seats by virtue of 
Nationalist and South African party support — ^there are, 
in fact, only two independent Labour members of Parlia- 
ment in South Africa. It is a striking indication of the 
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catering ,&to e pditkitl pact 
m tfac jikabr pirtber. Farther tlum it has already gone 
the ettiitxMi of Labour can bardly be expected to go, 
bat it may be doubted urbether its re-establishipeat as an 
effective pcditical force will be other than a slow process. 
Doubtless in the mdustrial centres it will draw to itself 
scone of those who find cause for grievance in the Govern- 
ment’s policy; but it will never go very far until it proves 
capable of attracting the Afrikaans-speaking workers, 
whose numbers have been growing steadily, while those of 
the English-speaking workers have declined. So far Labour 
has failed in this objective. It may be that, as one of the 
results of coalition, ^e hitherto predominantly Nationalist 
Afrikaans-speaking worker will cease to be race-conscious 
and become class-conscious. 

The two followers of Mr. Roos who were successful at 
the polls are the sole survivors of a band of some twenty 

Roosite ” candidates, including Mr. Roos himself. The 
activity of Mr. Roos undoubtedly provided the occasion, 
if not the cause, of coalition. His dramatic intervention 
in politics at the end of last year seemed to have secured 
for him an all but impregnable position in the people’s 
favour. But in standing out for the premiership he over- 
called his hand. The coalition for which he had pressed 
came into being, but in a manner which showed that he 
had erred in thinking that he was himself indispensable for 
its formation. In the upshot he allowed himself to be 
driven into the position of fighting the ofiicial Coalitionist 
candidates at the polls, and could give no better ground 
for doing so than that the coalition was not sufficiently 
complete because the parties had not been amalgamated. 
He himself stood against one of the Ministers, Mr. Grobler, 
at Rustenburg, and was defeated. As a result he has 
dropped out of political activity to resume practice at the 
bar, and the name of the Judge, whose resignation from 
the highest Court in the land and subsequent political 
activities set all South Africa talking a few months ago, is 
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now oal^ seen in tbc prew in connection wiili h» ^pea»- 
ances to defend accused p«aons in Magistrates^ Conits^ 
Yet it may safely be assumed that Mr. Rocw r^rda him* 
self as wify " baffled to fight better,” that he is waitia^.fitf 
the <^)portnnity which he hopes the Coalition Government’s 
mistalces will provide for another incursion into pc^cs. 
If fortune favours him in the matter of health — for long an 
uncertain factor in his case — he may yet be destined to be 
once again a power in South African politics ; and perhaps 
the natural course for him to pursue is to try to lead the 
Afrikaans-speaking worker in the towns, possibly also the 
poor wlute in the countryside, into an alliance with Labour. 

Something must be added about the significance of the 
other Opposition duo in the new House — the two Natal 
“ Home Rulers.” It is unnecessary to recall what has 
already been stated from time to time in these columns* 
about Natal’s reaction to the period of Nationalist rule. Its 
consciousness of its distinctiveness as the most British 
part of the Union has been effectively stimulated, and has 
revealed itself in many different manifestations — separation, 
federation, home rule, a distinctive Natal party, are all 
cries that have been raised. To some extent the Coalition 
succeeded in establishing itself in Natal’s good graces by 
reversing the Nationalist policy of abolishing the provincial 
system, and by declaring for the maintenance of the 
Provincial Councils and a possible extension of their 
powers. Federalism, as such, it has, however, rejected, 
and 80 provided a basis for the survival of an agitation* 
among a section of the community to whom the continuance 
of Nationalist Ministers in office is by no means palauble. 

It was not surprising, therefore, that two anti-coalitionist 
Home Rulers were returned at the elections. They are 
not, however, men of any great political experience or 
aptitude — indeed, the weakness of the isolationists in 
Natal lies in their apparent incapacity to throw up leaders 

• See THt Round Table, No. 87, June, 1932, p. 656, and No. 88, , 
Septuaber, 193a, p. 893. 
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aftf But for that, the estaUishinent of a Natal 

portf, speaking for practical^ the whole of the province, 
would remain as a somewhat unpleasant possibility. As 
it is, it will probably not be realised. Certainly the return 
of economic prosperity to Natal vwnild do much to ter- 
minate the political malaise of the last few years. 


II. The Tax on the Gold I^emium 

P ARLIAMENT assembled within a week of the final 
election results becoming known — an unusually brief 
interval for a countiy of great distances like South Africa. 
The opening was expedited in view of the necessity for the 
early departure of the delegation to the World Economic 
Conference, at which South Africa has been represented 
by General Smuts and two of his Nationalist colleagues. 
General Smuts himself travelled to London by air, 
emphasising as he went the linl^ of common interest be- 
tween the Union and the African countries to the north. 
His coUeagues, Mr. Havenga and Mr. Pirow, stayed a few 
days longer to deliver the general and railway budget 
statements respectively, and then travelled by sea. In the 
absence of three of its most important members, the 
Government decided to confine the session virtually to the 
passing of the budgets and the necessary legislation arising 
therefrom, and this work it was able to complete in the 
space of four weeks. 

Mr. Havenga’s budget statement was easily the most 
important of its kind ever made in the Union Parliament. 
The new Government on assuming office found two 
problems awaiting it, different in kind, but in a sense 
complementary to one another. First, there was the 
almost desperate position of the farmers. On that it is 
unnecessary to enlarge, since in essence the plight of the 
farmer in South Africa is the same as that of the primary 
producer in other lands. But, secondly, there was the question 
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It is perhaps necessarj to state dearly what exactfy^ is 
the antidpated effect o£ Mr. Havenga's proposals for the 
taxation of the gold premium. On the normal basis of 
taxation the State’s share of the increased profits resnlting 
from the enhanced price of gold is set down at ,^3, 700,000, 
roughly one-half of which would, if the law had not been 
altered, have gone into loan account, but which, in the way 
proposed by the budget, has in fact been transferred to 
the Consolidated Revenue Fund. In addition to this an 
excess profits duty, estimated to yield ;^6,ooo,ooo, has been 
imposed — a total therefore of ^^9,700, 000. This is roughly 
50 per cent, of the amount represented by the increased 
price of gold, which is estimated at ,^19,700,000. It must 
not, however, be assumed that this latter figure correctly 
reflects the increase in the profits of the mines. Encouraged 
by the Government, the mines have been working lower 
grade ore, which means that they must mill a larger tonnage 
and proportionately increase costs, in order to produce the 
same amount of gold. It is therefore improbable that the 
actual profits of the mines will exceed ,^15,500,000, of 
which it will be seen that considerably more than one-half 
will accrue to the State. 

Mr. Hayenga’s budget undoubtedly did not lack the 
virtue of courage — it may be doubted whether any but a 
National Government would have ventured to present it. 
It was indeed severely attacked — ^not so much, however, at 
its most vulnerable point (the confiscatory proposals vrith 
regard to farm mortgage interest, and the virtual inter- 
ference with the sanctity of contract) as on account of its 
gold mining taxation proposals. Some of the strongest 
criticism in the House came from one or two of its pledged 
supporters, representing Witwatersrand constituencies, 
but at no stage did more than six members vote against 
any of the proposals. Outside the House, however, a 
storm of almost unexampled severity blew up on the Wit- 
watersrand. The budget came at a time when a stock 
exchange boom was at its height, and it led to a slump 
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CMued oonridenble losses to mdividiials. The 
milling indnstiTv which in this matter was perhaps not as 
wiaefy led as it mi^t have been, sought to adopt bludgeon- 
ing tactics. Mr. Patrick Duncan, himself a Witwatersrand 
member, who had been left with the thankless task of 
defending Mr. Havenga’s budget, was bitterly assailed. 
He stood his ground with great determination and skill, 
and although he made certain important concessions, 
chiefly in the form of assurances with regard to the maxi- 
mum immediate and future yield of the taxation, he main- 
tained the essential features of the budget. And, though 
for a time after the session ended the storm continued to 
rage fiercely, it would, at the moment of writing, appear 
to be subsiding, under the influence of a favourable trend 
of the market, as rapidly as it blew up — if not pulveris 
exigui iaciu compressa, at least in a manner to some extent 
reminiscent thereof. 

As for the future of the gold mining industry, which is 
of first-rate importance for South Africa as a whole, the 
essential fact remains that, despite the admittedly heavy 
government taxation, enough of the premium has been left 
to the industry to ensure at least the doubling of the ton- 
nage that can profitably be worked — subject, of course, to 
the assumption that gold remains at 120s. an ounce. 


III. The Amalgamation Movement 

T he controversy over the gold mining taxation un- 
doubtedly served to consolidate the Government, 
which has worked together admirably as a team, and shows 
no sign of fissure as a result of past controversy or diver- 
gence in the elements of which it is composed. It already 
seems unthinkable that the two parties now co-operating 
should break away and confront one another as they did 
before. That does not, however, exclude the possibility 
of important political changes. For one thing, there is 
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al«»d7 on foot, and rajadty j^thering force, a aaovenu&t 
to amalgamate the two parties ; at the moment its strength 
is rather in the coontiTside than in the towns. For an- 
other, there are elements of disruption in both camps, 
which would almost certainly be strengthened by premature 
amalgamation. In such an event the South African party's 
position in Natal would certainly be weakened, the Na- 
tionalists would be faced by the defection of most of their 
Cape supporters led by the redoubtable Dr. Malan, who 
has already given abundant evidence that he is waiting his 
chance to withdraw his support from the coalition and 
establish a party in the old Nationalist tradition, appealing 
to an exclusively Dutch sentiment. 

While the position of the Hertzog-Smuts partnership 
seems to be assured for a considerable period, the forces 
of opposition will unquestionably grow in strength. Three 
foci of discord have already been mentioned — Labour, 
Natal, and the ambitions of Mr. Tielman Roos, to which 
may now be added the intransigence of Dr. Malan. It 
may even be that one pair of bitter enemies of the past — 
Dr, Malan and Mr. Roos — may yet be seen working to- 
gether to oppose another pair of such enemies — General 
Hertzog and General Smuts. South Africa has seen even 
.stranger things than that happen on its political stage. 
But after all, the purpose of this article is record, and not 
prophecy. 

South Africa. 

July i8, 1933. 
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NEW ZEALAND 


1. Finance 

T he drcumstances under which the Coalition GoTem- 
ment on Jannaiy 20 decided to comply with the demand 
of the primary producera for an increase in the exchange 
premium on London, from 10 to 25 per cent., and the 
keen parliamentary struggle that followed, were discussed 
in our last article. The results of that momentous decision 
are still obscure, but the lucid statements of Mr. Forbes, 
the Prime Minister, and Mr. Coates, who had succeeded 
Mr. Downie Stewart as Minister of Finance, explaining 
the grave position of the country, especially of its primary 
industries, as the justification for the Government’s 
change of front, and outlining its general financial policy, 
seem to deserve a little more attention now than was then 
possible. In 1928, said Mr. Forbes on January 27, the 
value of our exports was 200,000, while in 1932 it 
was ,^33,600,000. Our imports for the same years were 
valued at ,^44,100,000 and ,^22,800,000 respectively. In 
four years our exports had fallen by 40 per cent, and our 
imports by 53 per cent. Following the rule that the national 
income may be approximately estimated by adding 20 per 
cent, to the estimate of total production, he set out the 
position of both in the following table : — 

Production and National Income. 

1928-29. . 1932-33- 

Farm products . . £fiz,ioo,ooo ^49, 000, 000 

Other products . . 41,200,000 32,500,000 

,^1 23,300,000 £81,500,000 

National income . . . . £150,000,000 £98,000,000 

1928-29=100 .... 100 65 

The national income had thus fallen by 35 per cent, in 
these four years. A significant table, based upon the 
Government Statistician’s index of prices in 1914 and in 
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November 193*, respectiveljr, was also produced the 
Minister of Finance. 

Exportpricei .. a i per cent, bdtw 1914 figure. 

Farm acfeadAtuit (1931) . . 49 cent, above 1914 „ 

Retail pricea *9 per cent, above 1914 „ 

Wholeaalc pricea . . ai per cent, above 1914 „ 

It was commonly asserted, said Mr. Coates, that “ an 
initial and fundamental choice must be made — ^the chcnce 
between reducing costs and increasing prices,” or, as it 
was less accurately put, between deflation and inflation. 
The Government proposed to approach the problem from 
both ends. The raising of the exchange rate, which has 
already been fully discussed in these pages*, and a further 
reduction of the burden of fixed charges were the two 
principal points in the Government’s programme. On the 
second of these the Finance Minister’s statement did much 
to relieve anxiety. The unsettling consequences of the 
“ unprecedented interference with the terms of contract,” 
which the National Expenditure Adjustment Act of 1932 
effected by its general reduction of interest and rent by 
20 per cent., had been magnified by the Prime Minister’s 
vague reference on the eve of the Christmas adjournment 
to the need for a further reduction of interest charges. 
But this fear was removed when his colleague stated that 
the Government recognised — it may be rather late in the 
day — that “ if industry is to be carried on the confidence 
of investors must be retained,” and that in view of the 
extensive powers already provided for reviewing individual 
cases it was not proposed to carry the policy of statutory 
reduction any further. Encouraged by the example of 
Great Britain and Australia, the Government proposed 
to take steps to reduce the rate of interest on government 
securities by introducing a conversion scheme which was 
to be ” as far as possible on a voluntary basis.” The 
lowering of bank deposit rates and overdraft rates was also 
under consideration. 

• See Fh* Round Table, No. 91, June 1933, p. 705. 
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Ib view of ^ disturbing effect ^t the high andumge 
rate was bonnd to have upon the budgeta^ pontion, 
Mr. Coates indnded in lus speech what miglit 1 ^ called 
a supplementary financial statement. With only two 
mondbs of the current year to run there was no need to 
amend the budget. There was even a prospect of a slight 
improvement on Mr. Forbes’ estimate of a deficit of 
^^879,000 in his budget speech on October 4 last year. 
But while the raising of the exchange rate would be of 
immediate benefit to the primary producer, the Finance 
Minister anticipated that, until business conditions gene- 
rally had been fully adjusted to the new position, the 
immediate effect upon the budget vrould be adverse. It 
was therefore advisable to allow for a further shrinkage in 
revenue, especially in customs revenue. In addition to the 
loss that the customs are sure to suffer from declining 
imports in the year 1933-34, the Minister pointed out 
“ that the concessions following the Ottawa Conference 
will be operative for the full year, and that allowance had 
to be made for them.” The reference to the full year 
shows that he was only speaking of the £ 2 ^ 0,000 which 
represents the estimated loss resulting from the small 
concessions specified in the Ottawa Agreement which 
are already in operation. The effect of any further loss 
that may follow the tariff inquiry now proceeding is a 
question to which even the expert can only guess the 
answer, since it is ultimately a matter of politics rather 
than of economics. But it is safe to assume that at least 
half of the year will have passed before the inquiry is com- 
pleted and the politicians have said their last word upon it. 

On the expenditure side of the account no less than 
^2,400,000 was debited to the raising of the exchange 
rate, but the Minister Was able to show that one of the 
items was not really so bad as it looked. The actual 
expenditure on the 10 per cent, exchange for the year 
1932-33, which supplied the basis of comparison, was 
£^$ 0 , 000 , but this sum would have been doubled if a 
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eoBSulenble part of lands required in Lmdbn 
for that jear bad not been remitted towards die ckise 
<rf the previons year under the exchange pool arrangement. 
Owing to this accident the comparison which the Minister 
was compelled to make appeared to load the change of 
policy with ^350,000 more than its fair share. On the 
other hand it was afterwards pointed out by Mr. Downie 
Stewart that, as the 10 per cent, exchange was already 
costing ,^800,000, and deficiencies of income tax and other 
items accounted for ^^500, 000, the aggregate burden of the 
increased rate on the budget, when the Minister's extra 
,^3,300,000 was added, would be ^4,600,000. 

The two other items in the exchange increases were 
explained by the Minister of Finance as follows : — 

The increase in the exchange rate adds a further ^^1,050,000 to 
the cost, in New Zealand currency, of remitting payments due on 
loans contracted in the United Kingdom. In addition, the Treasury 
estimates allow for a contraction of imports to such an extent that 
the exchange surplus in London will total ^^4, 000, 000, and that 
the extra exchange costs under the indemnity arrangement will 
amount to £t, 000, 000 (that is, 25 per cent, of the exchange surplus). 

It was, however, admitted that the absence of any New 
Zealand precedent and the general uncertainty in external 
conditions would make it “ hazardous to attempt any precise 
estimate,” the £ 1 , 000,000 being merely taken as a “ working 
figure ” for the purpose of the Minister’s calculations. 

The Finance Minister’s survey showed a prospective 
deficit for the year 1933-34 
up as follows : — 

Equivalent of cunent year’s shortage 
Rivtnut dtCTtasti : 

Customs 

Income Tax 

Stamp and Death Duties 

Interest receipts 

Post and Telegraph profits 

Other items 

Reserves 


), which was made 
£. £ 


1,4.00,000 

750.000 

250.000 

220.000 

470.000 

260.000 
2,500,000 
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5,850,000 



Hiiaoce 


I 


t^ooo 


900,000 
^9,850, 000 

Turning to the problem of how to bridge this gap, 
Mr. Coates held out no hope of any considerable economies 
— ^those recommended by the National Expenditure Com- 
mission and not yet carried out amounted to 150,000. 
He hoped to realise £2,000,000 by another raid upon the 
reserves, to find ways and means up to £2,^00,000 (which 
has since been done by means of a sales tax), and to save 
about ;^400,000 in interest by the conversion scheme 
mentioned above, which has also been successfully carried 
out with considerably better results than was anticipated. 
In this way he expected to bring the deficit down to about 
^4,500,000. 

On April 29 the Minister of Finance was able to spring 
a pleasant surprise upon the country. He announced that 
the year had closed on March 31 with a balanced budget. 
The details were not available till the publication of the 
audited accounts on June 12, but it already appeared that 
expenditure totalled £22,^2%,y](), and revenue ^^22,569,52 1, 
leaving a surplus of ,^40,142. 

The budget provided (said Mr. Coates) for reducing the huge 
prospective deficit to not more than £i,o\o,'Qao, but as the year 
progressed it became evident that the result for the year would be 
much nearer a balance than this. The final results disclose a surplus 
of some £/^,Qia(i, which has been made possible partly by reason 
of revenue buoyancy totalling ,^938,000 and partly by way of net 
economies totalling ,^112,000. 


Brnfmiiitmt kumm ! £ 

Extra cost, external debt charges : 

(4) OasnoBUtoffallyBarttiia 350,000 

(h) By exchange iscresse to 125 . . . . 1,050^000 

Cmi of exchange on surplus bank funds, 

London 1,000,000 

Other items : 

Additional interest and other debt charges . . 350,000 

Motor taxation payable to Main EBghways Fund 500,000 

Pensions 50,000 
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In vieur of the grave outlook at the b^[iimu^ of die year 
the Nfinuter was right in snppoaing that the reaolt would 
afford general satisfaction, for in these hard times even a 
nominal snrplns is something to be thankful for. 

Under all the main headings of expenditure but one, 
substantial economies, totalling ,^483,000, had been effected, 
but the one exception, “ other services,” provided a heavy 
set-off of ,(^370,500 in excess of the appropriation, and a 
matter vrhich had excited more interest than all the other 
items put together was involved. This excess was due to 
the additional exchange on London, purchased by the 
Government during the last quarter of the financial year 
in order to carry out its obligation to the banks under the 
Banks Indemnity (Exchange) Act 1933. Treasury bills 
amounting to ^(^2, 858, 000 had been issued under this Act, 
and redemptions totalling j^478,ooo had left ^(^2, 380,000 
outstanding at the close of the year. 

Of this (Mr. Coates, explained) ,^1,910,000 has been utilised to 
purchase exchange from the banks under the provisions of the Banks 
Indemnity (Exchange) Act ; die difference of ,£470,000 between the 
bills outstanding and the amount purchased represents the exchange 
cost which has been debited against revenue under “permanent 
appropriations — other expenditure." Of the sum of /i ,91 0,000 paid 
to the banks for the purchase of exchange, the major portion was 
retained in .the New 2 ^ 1 and Government Indemnity Exchange 
Account in London, but, as indicated in the account, ,£380,000 was 
transferred to the public account before March 31 and formed part 
of the floating cash and investment balances of the Consolidated 
Fund. 

The ,£470,000 which the new policy has cost during two 
months of the export season indicates that the Minister’s 
estimate of ,£1,000,000 for the full year is likely to be far 
exceeded. 


11. Loan Conversion 

"V TEXT in importance to the raising of the exchange rates 
JL V in the Government’s policy of bridging the gap 
between costs and prices, though destined to meet with a 
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ttty SSaeak recepdon, were the proposals sabmitted to 
the Hoose of Representatives the Minister of Finance 
when he moved the second reading of the New Zealand 
Debt Conversion Bill on February 28. He described 
interest as “probably (direcdy or indirectly) the major 
item in the fixed charges of all business,” and though the 
Bill itself dealt only with the Dominion’s internal debt, he 
took the opportunity of explaining the steps that the 
Government was taking with the object of bringing about 
a general reduction of interest rates. Recognising that 
New Zealand, having, like Australia, no short-term loan 
market in the ordinary sense of the term, was dependent 
for this kind of borrowing on overdraft rates and deposit 
rates, the Government had been in negotiation with the 
trading banks, with the result that their overdraft rate for 
best accounts was to be reduced from 6 per cent, to 5 per 
cent, from May 1. Stock and station agents had under- 
taken to reduce their rates by i per cent, at the same time. 
The banks had already reduced their deposit rates by per 
cent, in December, and the Post Office Savings Bank was 
to reduce its rate from to 3 per cent., but with the 
right to revert to 3J per cent, if it was found that mon^ 
was being transferred to the trading banks. 

The Bill provided for the conversion of all government 
securities held within the Dominion as from April i, 1933. 
The gross amount of this debt was approximately 

15,320,000, but of this total about £45,800,000 is held by 
the Post Office on Treasury account. The rates on the 
securities so held did not in general exceed the minimum 
of 4 per cent, prescribed by the Bill, but, where necessary, a 
reduction to that amount was to be made by administrative 
action. The basis of the conversion proposed for the 
remaining £69,520,000 was a reduction of 20 per cent, in 
existing rates, with a minimum of 4 per cent, (apart from 
Ui-free securities) for the rest of the current term, and 
thereafter an actual return of 4 per cent, only till the end 
of the new term. In the case of tax-free securities an 
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adjostmeat was to be made dttring the remainder of the 
present term, but, with that qoalification, interest on such 
securities was also to be reduc«l to 4 per cent., and made 
liable to income tax. The net saving from the reductions 
on both classes of security was estimated by the Finance 
Minister at He was able to announce that offers 

to convert had been received from a number of large 
holders, including the trading banks, and he made a strong 
appeal to others to be prompt in following their lead. 
Failing notice of dissent within the prescribed period, the 
Bill provided that assent would be assumed and conversion 
follow. 

Holders, of course, have the right to dissent (said the Minister) 
but if they do so their interest receipts will be subject to the existing 
stamp duty and any other special taxation on interest that may be 
imposed. Holders who convert will be free of the present stamp 
duty, and the interest from the new securities will not be subjected 
to any other special taxation. 

The Bill received a warm welcome from Parliament, press 
and people, and it passed through all its stages in both 
Houses without a division. The only objection raised was 
on the question of compulsion. When the Australian plan 
of compulsory conversion was being urged upon the New 
Zealand Government, Mr. Downie Stewart, who was then 
Minister of Finance, strongly objected in his Supplementary 
Financial Statement on October 6, 1931, on the ground that 
“ any compulsory reduction of interest would in reality 
mean default by the State, and would seriously damage our 
credit.” As a private member he repeated this objection 
during the second reading debate of the Conversion Bill, 
contending that though the 20 per cent, cut in interest and 
rents made last year involved the breaking of private 
contracts, “ we have not yet reached the point where the 
State can afford to break contracts where its own interests 
are involved.” When the Bill was before the Legislative 
Council on March 2, Sir Francis Bell appealed to the 
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** ttuditioa dut the countiy’s honoor is above all things,** 
and dut its obligations are not be to reduced by legislation. 

Nobodj denies (said Sir Francis) that that was and u the En^ish 
tradition. But there comes a National Expenditure Adiustment 
Commission, and there comes a precedent from Australia, and New 
Zealand is to adopt the Punic fai^ in lieu of the honourable tradition 
which it has followed until to-day. 

The answer given was that there was no compulsion in the 
Bill. This was formally correct, but the threat of compulsion 
was plainly implied in the Minister’s statement that the 
interest receipts of non-converting bondholders would be 
“ subject to the existing stamp duty and any other special 
taxation on interest that may be imposed” And a few days 
later the threat was made effective. The Conversion Bill 
was followed by a Finance Bill, Clause 5 of which imposed a 
tax of 33^ per cent, on all interest accruing on or after 
April I on existing government securities. The first Bill, 
which invited the holders of 4J per cent, securities to take 

4 per cent, instead, was an appeal for a voluntary sacrifice. 
The second, which threatened them with 3 per cent, if 
they refused this invitation, was clearly just as compulsory 
as any other penal measure.* 

Mr. Coates nevertheless maintains that the success of 
his scheme was a triumph of patriotism, and he is able to 
point to the fact that more than a third of the conversion — 
^^24,000,000 out of ^^69,000,000 — ^had been achieved before 
the spur of compulsion was applied. Jf he is right, the 
country’s gratitude to the bondholders should be increased 
by a recognition of the purity of their motives. But, 
whether he is right or wrong, the Government and the 

* The hardest case was that of the subscribers to a ^5,000,000 loan at 
5^ per cent, which had matured at the beginning of January, but at the 
invitation of the Government was being nearly all renewed for 7 years at 

5 per cent. The applications closed on February 27, and on the following 
day this Bill was introduced which cut the interest down again from 5 per 
cent, to 4. The Finance Minister admitted and regretted the hardslup, 
but was unable to see how it could be avoided^ 
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Legidatnre arc entitled to no gratitude for the scepticism 
invoired in a compulsory clause which has cast a slur on 
these motives and at the same time established a precedent 
which may have disastrous applications. The unanimous 
approval of the Labour party might well have made the 
Government suspicious of its own policy. It supplies 
another illustration of the truth of the remark made in the 
last New Zealand article* that 

in New Zealand, as in Gremuny, it often seems that some of the 
institutions of the capitalist system are in process of being destroyed 
by people who profess and believe themselves to be its most ardent 
supporters. 

But it cannot be pretended that the country has been 
seriously perturbed by the tdolation of sound principle in 
this part of the scheme. Instead of falling, the prices of 
our securities have actually risen during the last six months. 
Public opinion has indeed been impressed by the success 
of the Government in what has been called “ the most 
momentous operation in the field of State finance ever 
attempted in this country ”t by the reduction of the 
Dominion’s interest bill by £syo,ooo, by the lowering of 
the bank rates, and by the hopes, which have been encouraged, 
of a general downward revision of interest. By the courage 
and the enterprise which Mr. Coates has displayed in the 
handling of this matter the Government has certainly 
recovered a good deal of the credit that it lost during the 
heated debates and narrow divisions on the exchange issue. , 


III. Ottawa Obligations 

W HEN Mr. Coates, who was then Minister of Public 
Works and had been New Zealand’s chief delegate 
at Ottawa, submitted the Ottawa Agreement to the House 

* See The Kound Table, No. 91, June 1933, p. 705. 
t Otago Daily Times, Match 24. 
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ollUfNKseia^^i^ 13, Ike called 4 ^»eCul«tMiM^ 

to dM obliga:^ the Govefomeitt under Ardck f “ to 
inititnte en inqiui7 into the existing {Hrotecdue dntiai, 
sad, where neceassiy, to reduce them speediix jt$ 
possible to such a kvd as wiU ^ce the Uliited Kingdom 
{producer in the position of a domestic competitor/* 
The faithful discharge of this obligation, he declared, was 
as much in the interest of the Dominion as it was an obliga- 
tion of honour, since a downward revision of the tariff 
was “ a necessary step towards lower costs of production 
and lower costs of living.” “ If we are to Mport,” he 
added, “ we must import — we cannot have one-way 
trade.” The Government had, indeed, been accused of 
laxity in its interpretation of the words, “ as speedily as 
possible ” on the ground that it allowed nearly seven 
months to elapse between the ratification of the Ottawa 
Agreement and the appointment of the Commission which 
is to conduct the inquiry. But the charge is without 
foundation, for the postponement was made in order to 
meet the convenience of the representatives of British 
industry who are to be heard at the inquiry. It was made, 
moreover, at the express request of the British Government. 

Though some Dominion manufacturers naturally regard 
the inquiry with apprehension, no hostile criticism worth 
mentioning has been directed either at the personnel of the 
Commission or its order of reference, which were announced 
on May ii. The choice of Dr. George Craig, C.M.G., 
who for ten years has been Comptroller of Customs, for 
the chairmanship might seem to be an ex-officio appoint- 
ment, but nobody suggests that, as regards ability and 
experience combined, any better choice could have been 
made. The other three members are Professor B. E. 
Murphy, of Victoria University College Wellington, who 
is New Zealand’s senior Professor of Economics, and 
neither the least able nor the most academic of the number ; 
Mr. G. A. Pascoe, of Anderson’s, Ltd., one of the largest 
firms of iron and steel founders and importers in the 
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lifr. J. B. Oaw, ia^matefy’ assodMed iiiddi t!t6 
<|ur^g udastzjr xnd local govcnunent for manjr yeu^. 
Nd&er in Tepresentadve diaracter nor in ability cotdd 
tbdie app<^ment8 have been easily bettered. It »> 
of course, obiious that while the chairman and Professor 
Murphy represent disinterested and expert knowledge, the 
other two are representative of the two principal interests 
concerned, i.e., the secondary and primary industries. 
As these interests are, however, mutually opposed, there is 
no fear of their dominating the Commission. 

The order of reference, on which it would have been 
more difficult to go wrong, is also unexceptionable. It 
reads as follows : — 

To inquire into the customs tiriflE of New Zealand and to recom- 
mend for consideration by the Government any alterations therein, 
having regard to existing trade agreements to which New Zealand 
is a party, and particularly to the agreement concluded at Ottawa 
in 193a between His Majesty’s Governments in the United Kingdom 
and in New Zealand ; to the financial, economic and industrial 
conditions in the Dominion ; to the reasonable requirements of local 
industries which are being conducted in an efficient manner, and 
are economically justifiable ; and to all other relevant considerations. 

While the first of these terms of reference is concerned 
with the whole subject matter of the Government’s under- 
taking under the Ottawa Agreement, the others open the 
door for the general overhaul to which Mr. Coates referred. 

It is only with our protective duties that the British 
manufacturer is concerned, but, to a country which is 
dependent upon the tariff for more than half its income 
from taxation, the revenue aspect of the problem is also 
of capital importance. Six years have passed since any 
inquiry of the kind took place, and on the last occasion 
there was a general increase in the preference to British 
goods from the 15 per cent, fixed in 1921 to 20 per cent. 
There was a further increase in 1930, but it was accom- 
panied by a general raising of duties which to some extent 
neutralised it. TTiese duties were, moreover, raised again 
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itt 1^1. Owr qqanrd witli Cuuda in 1930^ and dm 
stand made hf the British dekgstes jtt Ottawa, aecsn at 
last to have omvtnoed oar pec^le that thpse it w^ch a 
t-hing as ** jKohibitoiy preference,*’ and riiat a Bririi^ 
manolactarer whose goods are excluded hj a tariff barrier 
has no reason to feel overflowing gratitude for the greater 
height of the barrier which excludes the goods of his foreign 
rivaL Too often New Zealand’s preference for Empire 
goods has meant little more than a gesture of goodwill, 
which pleased the people by its patriotism, the local 
manufacturer by increasing his protection and the Treasury 
by the additions it brought to its revenue. 

One point which distinguishes the present inquiry 
from normal tariff inquiries in this country is the publicity 
of the proceedings ; and the value of this feature was 
increased by the announcement of the Commission at its 
opening meeting on June 7 that interested parties might be 
represented by counsel or other agents with the right to 
examine and cross-examine vritnesses. A ruling given at 
the same time, that “ the relation of the tariff to the rates 
of exchange prevailing in New Zealand and in other 
countries ” was covered by the order of reference settled 
another point of great public interest. Both before and 
after the increase in the exchange rate it has been strongly 
criticised on the ground of inconsistency with the spirit, 
and even with the letter, of the Ottawa Agreement. So 
far as the letter is concerned, the critics of the Govern- 
ment doubtless went too far. The Dominion, scanning 
the text to find any mention of the exchange rate, might 
at the end be able to say with Shylodc, “ 1 cannot find it ; 
’tis not in the bond.” But the spirit of a Shylock seems 
to provide a poor model for the interpretation of a “ gentle- 
men’s agreement,” under which, as in all other relations 
between the parties. New Zealand has been treated with 
great generosity, and into which both parties entered 
with something higher in view than a merely commercial 
object. An ei-Minister declared that he was not greatly 
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inprained faf tiiit because Austnifia, )wydi, 

even before Ocuwt, bad handicapped trade in a 

Mtailar fashion, had nevertheless recaved the same benefit 
•s Nov Zealand. But surdy the man who receives a 
benefit from wie whom he has jnevionsljr poked in th« eye 
with a burnt stick is in a less invidious moral position than 
one vdjo after receiving the benefit selects this method of 
showing his gratitude. It is, of course, possible that he 
m»y mean well, but he obviously renders himself liable to 
be misunderstood. 

But if New Zealand’s difficulties may be held to constitute 
a bitter constraint and sad occasion dear,” over-riding her 
moral obligations under the Ottawa Agreement, she must 
be congratulated on the mathematical exactness with which 
she has calculated her reprisal. “ Freely ye have received, 
freely give.” Having received a tariff preference of 15 per 
cent, on a large part of her exports, New Zealand retaliates 
with a penalty of 15 per cent, on British goods* by raising 
the rate of exchange on London from 10 to 25 per cent. 
The penalty is, moreover, for the present at any rate, a 
more serious matter than an equivalent interference with 
the tariff, since it applies to imports of all kinds, whether 
dutiable or not. The contention of the Government is 
that in thus taking away with one hand far more than all 
that it has given or is likely to give with the other, it has 
done Great Britain no injustice, because the two transactions 
are distinct and have no relation to one another. What 
the relations, both moral and economical, between these 
uiurelated matters may be, and how they should be treated, 
are tvro of the most interesting of the questions that the 
Commission has to decide. 

* IT** 15 P**' course, affects imported goods from foreign 

countries ss well. 
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IV. Thk RxsTMcnoN Peotosau 

W HILE the recent fall in the price of butter has 
seriousl/ aggravated the troubles of our daixy 
farmers, and the hopes based upon the high exchange are 
still a-waiting fulfilment, their anxieties have been farther 
increased by the restriction proposal of the British Govern- 
ment. It was the subject of an argent question in the 
House of Representatives on February 21. Australia and 
New Zealand were asked to reduce their exports of butter to 
Great Britain by 6 per cent, for twelve months from May 1 
on the understanding that Great Britain would reduce her 
imports of foreign butter by 12 per cent, during the same 
period. As the price of New Zealand butter in London 
on February i, 1932, was tors, a cwt., and a year later 
788. a cwt., with the prospect of a still further fall, it is 
clear that the solvency of both the home farmer and the 
New Zealand farmer is threatened. But while on that 
account press opinion, which represents for the most 
part urban opinion, regards the acceptance of the 
British proposal as inevitable, it has encountered strong 
opposition from the representatives of the dairy in- 
dustry. 

The attack was opened by the Dairy Produce Board on 
February 17 with a resolution which declared that the 
restriction of dairy produce was impossible in New Zealand, 
and that the only sound policy was to propose free trade 
between Great Britain and the Dominion. On April i 
Mr. Dynes Fulton, its acting chairman, made a public 
statement explaining the policy of the Board. If restric- 
tion was enforced, he said, “ the whole dairy industry 
would be hamstrung.” The annual increase of not less 
than 10 per cent, which had been mainutned for many 
years wodd be checked and further improvement would 
be impossible. The effect of the British proposal 
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idlowB ;— 

Amount in tona. 

i93a-3S mi-34 

Ej|wit, if nnnfttkted .. 120,000 132,000 
Qbou, with 6 per cent. 

leatriction .. 112,800 112,800 

Surpliu to dispoM of, uy 20,000 

How was New Zealand to absorb or dispose of this 
surplus of 20,000 tons ? Mr. Fulton had no difficulty in 
showing that it would be impossible. With a local con- 
sumption of 26,000 tons — about 40 lb. a head — ^New 
Zealand already leads the world, and even if the present 
price of pd. a pound were reduced to 6d., no considerable 
increase in the consumption could be expected. Externally 
there was no hope, as Canada and the United States had 
shut their doors against us by their tariffs, and our trade 
with the Pacific Islands and the East was trifling. Making 
the most liberal allowance for any set-off, domestic or 
foreign, Mr. Fulton estimated that the British proposal 
would leave our dairy farmers with 13,750 tons of un- 
saleable, butter on their hands. He also suggested that the 
press messages indicating that British importers were 
unanimously in favour of the proposal were not in accord- 
ance with the facts. 

The farmers’ fear of the proposed restriction was strongly 
expressed at a meeting of the Dominion executive of the 
New 2 ^aland Farmers’ Union on April 19. The president, 
Mr. W. J. Poison, M.P., fully endorsed Mr. Fulton’s 
statement. He admitted that it might be necessary to 
agree to some form of quota for a few months, but it should 
only be a temporary expedient. They had agreed that 
their representative at Ottawa should say that a quota was 
necessary for the foreigner, but they were not to consent 
to a quota on any Dominion product. A resolution was 
940 
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The Jtark^ii l^posds 

tetisdl Yxwidemmng anf sopficnt of ^ 
lEatal prittdjde of quotas ** and urg^g 

that an ninl interests should adopt a cominoa platform standing 
on ^ Agreenlent and demanding that it be interpreted in the S|»rit 
in which it was intended, namely, offering Britain such tariff adjust- 
ments as will secure reciprocal advantages from a condnuarion of it. 

On May 6 by far the ablest, most comprehensive and 
best balanced contribution to the problem that has yet 
appeared was made by the Minister of Finance in a 30-page 
pamphlet entitled “ A Butter Quota or a Free Market ? ” 
Himself, like the Prime Minister, a farmer, Mr. Coates 
earnestly appealed to his fellow-farmers to take the long 
view, to recognise that this was no passing emergency 
for the dairy industry, and to realise that the quantitative 
regulation of imports was a policy to which not only the 
present National Government, but all the British parties 
appeared to be committed. He called particular attention 
to a statement by Major Elliot, the Minister of Agricul- 
ture, in a speech at Manchester on February 10, that the 
quota policy was “ not a mere expedient to meet a crisis, 
but had come to stay,” 

After a lucid survey of the whole position Mr. Coates 
summed up the case for and against accepting the British 
proposal. The arguments against accepting were as 
follows : — 

(l) The quota will involve a reduction of exports to Great Britain ; 
hence, unless other markets are found, restriction of production is 
threatened. 

(a) It runs counter to the whole accepted policy of New Zealand, 
which rests on expansion of production from the land. 

(3) The quota would be difficult to apply ; it would involve more 
control and interference with private enterprise. 

(4) Control of exports would lead to control and forward planning 
in production, and this would raise novel and difficult problems. 

The arguments for acceptance were the following : — 

(i) The alternative is ruin. Not merely a price decline, but a 
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» tlw iauMdute daa^. Tlut wil!«tf«wcelo»pi»»d«tiM, 
to thm die above pcwt ia an onzeal one { we aie dunoaied addi 
leat ptodnctioa, qwta or no qnou. 

(а) The raiaing of price levela, eapeciany for fam produce, it 
tg^eod bjr all to be urgently required ; and regularion of auppUea 
ia a aeceaaaiy atep to thia. 

(3) The prmoaal ia generally in line with the effortt tlut are being 
made the world over to bring order out of chaoa. Thia apella the 
doom of laujez^fair** and an increasing measure of contrcd and 
regulation. These efforts will not cease even though our producers 
hart back to the days of unregulated competition. . . . 

(4} To-day there is a great contrast between the lack of organised 
control of production in agriculture, and the increasing control in 
other industries, in commerce and in banking. The contrast can 
itself be regarded as a substantial reason for the unbalance in the 
wortd. If the balance is to be restored, this cannot be brought 
about by destroying the co-operation in industry and throughout 
the whole world of commerce, but only by bringing more organisa- 
tion into agricultute. The quota is in keeping with that requirement. 

(5) Although to-day we are free to reject quantitative regulation, 
this freedom will expire in little over two years’ time. It is a short- 
sighted policy to bang the door against intelligent and reasonable 
organisation. We may decide to “ meet the market,” and thereby 
decline to meet Great Britain. Co-operation is wiser than conflict. 

( б ) Finally, whether the quota will bring more gain than loss is a 
question that must depend for its answer on the actual details as 
they are worked out ; it cannot be answered in the abstract. . . . 
The correct attitude is to get down to details and examine the 
possibilities of the quota, accepting the fact that condirions have 
changed, and that new conditions call for new ways of thinking. 

In a foreword to his pamphlet Mr. Coates describes his 
opinions as “ set down in a purely tentative and pro- 
visional way,” and says that, if he has dwelt more- 
fully on the advantages of accepting the restrictions 

than on the objections, it is because the advantages 

have been inadequately presented. The force with 

which he has stated this side of the case has made a 

great impression ; but though his arguments have not 
been met, they have not changed the tactics of the advo- 
cates of a free market. The spokesmen of the Farmers’ 

• Mr. Coates reprinted, in an appendix, the article entitled “ Lausez-faire 
Doomed ” from Th* Timti of December 8, 193a. 
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Union litye no oh^QniatiTe polic7 to that of Uanfc ni^tion^ 
Oncept farther tairiff chan^ in favour of Great Britain 
whkh are too vag:ne for practical politics, Thejr eouM not, 
moreover, provide an adequate remedy. 

Meanwhile, as Mr. Forbes informed the World Economic 
Conference on June 15, the producers of New Zealand dis- 
approve of the limitation of either exports or production. 
On the contrary, they hope that a removal of barriers and 
a restoration of purchasing power will enable even larger 
supplies (o be absorbed. And without their consent the 
British proposal, which was to have operated from May I, 
and also required the consent of Australia, has by this time 
presumably lapsed. 

New Zealand. 

June 27, 1933. 
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THE FUTURE OF THE LEAGUE? 


I. The Broad Alternatives 

S INCE the last issue of The Round Table appeared, 
reaction from the ideals which have prevailed since 1919 
has gone yet further. The United States is more pre- 
occupied than ever v?ith the gigantic experiment in autarchic 
recovery upon which she embarked last March, and to-day 
she is an even more doubtful and disturbing factor in world 
economics than she was three months ago. Germany, in 
somewhat hasty protest against alleged evasions and delay 
in giving her that “ equality ” which she was promised in 
December 1932, has withdrawn from the Disarmament 
Conference and tendered her resignation from the League 
of Nations. The tension between Japan and Russia 
in the Far East seems to be increasing, and there are 
rumours that the military party in Japan want to evict 
Russia from Vladivostok and the Eastern Province of 
Siberia, while her capacity for fighting is low. 

The issue, which has now been openly joined, is not 
whether or not we shall be drawn into an early world war, 
for that, in any event, is unlikely. It is rather whether 
further consideration will induce the nations to return 
to the ideals and methods that underlie the League of 
Nations and the Kellog Pact, or whether, ignoring or 
even welcoming the consequences of a return to anarchy, 
the nations will drive on towards the destruction of the 
League. There are two ways in which the affairs of the 
world can be conducted. One way is the anarchic method 
that has prevailed since the collapse of the Roman Empire — 
a method which provided no effective international organ!- 
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sation, and which left every nation to rely upon its own 
armaments for its security, and for the protection or the 
enforcement of its rights. This system, or rather lack of 
system, leads inevitably, as the history of the last few 
hundred years abundantly proves, to competitive arma- 
ments and alliances, to the diplomacy of the mailed fist, 
and to constant wars, in which victory and prestige go 
to the strong, and the weak are pressed to the wall. If 
the world slips back into its old ways the League will 
disappear, or become merely a piece of useful machinery 
for dealing with international questions of a relatively non- 
controversial kind ; two great armed camps will appear, 
like the Triple Alliance and the Triple Entente before 1914, 
though now they would embrace the whole world ; and 
after a period of uneasy peace, due to the reluctance of 
either side to put its claims to the doubtful arbitrament of 
force, a world war will break out because a knave or a fool or 
an accident has set in motion the time table of military 
mobilisation, on obedience to which every nation would 
again believe its security to depend. 

The other way is that the nations, recognising, as they 
did in 1919, that in a world now so shrunken in time and 
space anarchy can only spell ruin for all, should make up 
their minds to deal with international problems collectively 
by an appeal to reason and justice, applied through con- 
ference, arbitration or a world court, that they should re- 
nounce war as an instrument of national policy, reduce their 
armaments to a defensive level, and enter into engagements 
to take collective action against any nation which lawlessly 
resorts to war. This is the way of the Covenant of the 
League of Nations, the Kellogg Pact, the Four Power and 
Nine Power treaties relating to the Far East, and the 
various treaties of Locarno. As has already been pointed 
out by The Round Table, the system created by these 
treaties is itself very inadequate for the purpose of maintain- 
ing an assured peace, and must either fall into decay or be de- 
veloped into something stronger and more organic, yet it is 
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only aloog this way that civilisation can make progress, and a 
fresh relapse into a new Dark Age be prevented. On a 
short view victory in war and domination over others may 
look like natioiul greatness, but the true triumphs of 
civilised man are gained, not in the bloody and destructive 
duels of anarchy, but by his conquests over nature, by 
the development of ordered prosperity, by the progressive 
improvement of government, and by the advancement of 
literature and the arts. History will certainly award the 
palm to those nations whose eflEorts in this age contribute 
most to the creation of a world commonwealth based on 
freedom, law and justice, rather than to those which 
show themselves the strongest in an anarchic melee. 

The question whether Europe, and indeed the world, in 
the next decade or so is to follow the first or the second of 
these two ways has been inescapably raised by the two chief 
international events of 1933, the withdrawal of Japan and 
Germany from the League of Nations. There is no doubt 
that sooner or later, through wisdom or bitter experience, 
the nations will learn the lesson and realise that con- 
tinued anarchy can only end in poverty, weakness and 
war for all. The test for contemporary statesmanship 
to-day is to re-establish the international system which 
has been reared under such difficult circumstances in the 
last ten years, in a more stable and universal form, thus 
saving the world from the necessity of going through the 
lessons and sufferings of another period of anarchy. 

/ 

/ II. The Immediate Objective 

immediate objective must be to bring Japan and 
V.^ Germany back into the League, and to induce all the 
nations of the world to enter into a universal disarmament 
treaty with provision for international supervision and 
for strengthening the international guarantees of security 
against aggression. 


3 
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So far as Germany is concerned, the conditions of success 
are threefold. In the first place it is necessary to bring to 
an end without further delay the situation in which 
to-day, fifteen years after the armistice, Germany is legally 
disarmed though her neighbours are legally armed to the 
teeth. It is no answer to point to the excesses of the National 
Socialist regime. It is impossible to say in what degree 
various factors have contributed to the development of that 
regime, but the imposition of excessive reparations and the 
denial of equality were certainly among them. It was in 
great measure by the exploitation of a sense of injustice 
and inferiority that the Nazis succeeded in creating 
their dictatorship. It is now quite certain that there will 
be neither a disarmament treaty, nor a restoration of 
the League, nor appeasement in Europe unless Germany is 
given defensive security within a brief and specific period. 
It was one of the supreme merits of the diplomacy of 
Castlereagh and Wellington that they did not make the 
mistake of trying to “ repress ” France after the Napoleonic 
wars. And the best way to help to restore a more liberal 
regime in Germany is to remove the legitimate grievances 
by the exploitation of which the Nazis have so largely risen 
to power. Either Germany’s neighbours within a short 
time must bring their armaments down, or Germany’s will 
come up. Equality is going to come anyway. It is far 
better that it should come by agreement than by illegal 
rearmament, which is the alternative. The way of dis- 
armament is clearly far the best, for it is cheaper and safer 
for everybody. But if France and her associates will not 
accept this, then let there at least be agreement on a limited 
degree of rearmament, for it is probably still possible to 
obtain a general treaty for the limitation of armaments, 
coupled vrith an effective system of international inspection 
and the restoration of the League. But if this oppor- 
tunity, like so many others, is lost, the result will inevit- 
ably be rearmament, but rearmament without limits, 
leading straight to competition, alliances and the divi- 
4 
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stem of Europe and the world ontie more into two armed 
camps. 

But there is a second condition no less necessary. Peace 
and justice in society do not depend only on reason, equality 
and goodwill. They depend also upon the policeman who 
deals with law-breakers and makes it unnecessary for ordinary 
citizens to go about armed, or to take the law into their own 
hands. It is exactly the same in international affairs. Unless 
there is real confidence that violators of treaties and laws, 
and aggressors, will be brought to account, the collective 
system wiU fall into disuse as being practically useless from 
the standpoint of giving security ; there will be neither 
reduction nor limitation of arnuments, and nations will seek 
in alliances or in the strengthening of their own resources 
the security that they can find in no other way. The demand 
for security is the more insistent at the present moment 
in view of the alarm which recent manifestations of the 
Nazi spirit have produced beyond the borders of Ger- 
many. We pronounce no judgment on the Nazi movement 
generally, for it is difficult to get at all the facts, and while 
there has been much painful brutality there is clearly much 
that is healthy and self-respecting about the popular aspects 
of the Nazi renaissance. But the movement is headed by 
men who are new to international responsibilities, who 
preach a crude doctrine of racial ascendancy, who seem to 
advocate a return to the competitive and anarchic inter- 
nationalism of the pre-war age, and who are deeply suspect 
of consciously or unconsciously reviving the old Prus- 
sianism in a new and modern form. 

If there is to be an early establishment of “ equality,” 
and international inspection of armaments, there must also 
be an agreement among aH the signatories of the disarma- 
ment treaties to take common action against any nation 
which arms in defiance of the treaties. For any such re- 
armament would mean war. The agreement therefore 
might well include an understanding to put into operation 
against any nation which is declared by the international 

S 
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inspectorate to be preparing for war, the system of economic 
boycott provided for in Article i6 of the Covenant of the 
League. Such a system could, however, only be put into 
force if all the nations, including the United States and 
Russia, were to support it. If it were so put into force, it 
would certainly be effective. 

In the third place, there is the question of revision of 
the peace treaties — ^perhaps the most difficult of aU. 
It is difficult, not only because revision of any political 
boundaries, like the lowering of tariffs behind which vested 
interests have grown up, raises vehement fears and passions, 
but also because it is by no means certain what Germany 
means by revision. If she means the rectification of minor 
injustices in the peace treaties, while leaving the principle 
of national self-determination intact, revision should not 
be difficult as tension lessens. But if what she demands 
amounts to a reversal of the verdict of the war, as some 
seem to think it does, no peaceful revision will be possible. 
In any case revision can only begin after both “ equality ” 
and “ security ” have been attained. 


III. A Plan in Case of Failure 

W E earnestly trust that the negotiations which are to 
be re-opened after the German referendum will 
lead to agreement. It may be that the explosion will 
prove to have cleared the air, that after considering the 
consequences of a failure to agree and of a return to the 
old anarchy, the League system may be re-established in 
a stronger, a more universal and a more intelligently under- 
stood form than in the past. 

Unfortunately, however, nobody can feel certain that the 
old League will be restored, with Germany and Japan once 
more members, or that an armaments treaty with adequate 
guarantees for fulfilment will be effected and a beginning 
made of revision by pacific means, as a result of the 
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n^otiatiims oi the next few months. For that resnlt 
depends not upcm the action of any one Power but on 
ail round agreement. On the one hand, Germany and Japan 
may refuse to return to the orbit of the collective inter- 
national system. They may prefer to recover their full 
liberty of action and try to create a system of alliances with 
other dissatisfied Powers, considering that it will give them 
greater security and may enable them eventually by pres- 
sure, and threats, or if need be by force, to secure extensive 
modifications in the treaties by which they are bound, both 
in Europe and in the Far East. Or, on the other hand, the 
rest of the world may be unwilling to give those universal 
guarantees to take collective action against a treaty breaker, 
without which a disarmament treaty and pacific revision of 
the peace treaties would probably be impossible. In the 
event of a failure to reconstruct the League, what should 
be the policy of Great Britain and the British Common- 
wealth ? 

It cannot be isolation. The English Channel is too 
narrow and the Commonwealth is too widely distributed 
all over the world for Great Britain to be able to 
keep for long out of any general conflagration. And, 
in practice, if Great Britain were drawn in, it would be 
almost impossible for the Dominions to keep out. A posi- 
tive policy is more likely to produce peace than a negative 
policy. Great Britain is far less secure in these days 
of competitive nationalism and air force than she was 
in the pre-war period when Europe and the United States 
were almost wholly self-centred, and Great Britain, in 
alliance with Japan, was, in fact, the only great world 
Power. 

Nor can Great Britain form part of any European balance 
of power. Such action would, in the first place, break up the 
British Conunonwealth, for the Dominions have repeatedly 
made it clear, from the time of their refusal to sign the 
Anglo-American Guarantee to France in 1919, that they 
will not undertake any commitment in the European 

7 
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madstrStn. la die second place, such action would put it 
ia the power of any European State which chose to pre- 
dpitate a conflict to drag Great Britain into a puropean 
war, whatever the purposes and motives behind it. Finally, 
the formation of such a European balance, with Great 
Britain as one of its elements, would not succeed in pre- 
serving peace permanently, as the experience of the pre- 
war Entente Cordiale abundantly proved. 

What, then, is the right course for Great Britain and the 
Dominions to adopt ? It only begins to become clear when 
we remember that up to the present, at any rate, the 
League has never succeeded in solving the problem of 
“ security.” It has been an instrument for international 
understanding and reconciliation and diplomacy, but prac- 
tically all its members have made their own arrangements 
for security. The British Commonwealth has relied upon 
its navy. So has Japan. The United States has relied 
upon its navy and its isolation. Most of the rest of 
America has relied upon its isolation. Italy has relied 
upon its army. France, less favourably situated, and 
deprived of the proposed Anglo-American Treaty of 
Guarantee, has relied upon something more than its army 
and navy. It has, in conjunction with Poland and the 
Little Entente, formed a system of military alliances which 
has ensured the security of all these Powers and most of 
the old neutral small Powers of Europe, by making im- 
possible any attempt to alter the peace settlements by the 
use of force on the part of the disarmed Powers. 

“ Security,” therefore, has depended, in fact, very little 
on the security articles of the Covenant, e.g.. Articles lo 
and 1 6, but mainly on the armaments of the several Powers 
and on regional military and naval arrangements in Europe 
and the Pacific. The present crisis is mainly caused 
by the impending termination of the French security 
system through the belated concession in principle of 
“ equality ” to Germany in the declaration of December 
1932. 

8 
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Xtt probabOitjr the old French security l^eni Vdll he 
follovved by a new security system within Eurc^ itseK, 
based not on the preponderance of one group, but on a ' 
balance between two groups, France being the centre of 
one and Germany of the other. The process of substi- 
tuting this balance for the bid preponderance will be a 
difficult and a dangerous one, but if it can be successfully 
effected there is no reason why it should not eventually 
be brought, as a regional system, within the League. 

“ Equality ” really means balance, and there is no reason 
why a Europe, in which security rests on balance, should not 
form an active and loyal part of the League. It is the 
League idea which alone can convert the old balance 
of power, meaning the division of Europe and the world 
into two highly armed camps bitterly suspicious of one 
another, relying solely on force and with no common 
institutions, into a balance of relatively friendly, lightly 
armed Powers, relying more and more, as unity and confi- 
dence grow, on the collective settlement of international 
disputes, on the appeasement of injustices and animosities, 
and on collective action against aggression. 

But the probability of restoring the League as the 
unifying factor in a Europe relying for the present mainly 
on “ equality ” and balance for its security, and the hope 
of preventing the preponderance of the French system 
giving place to the preponderance of a German system, 
which would then proceed to tear up the treaties and change 
the frontiers of eastern Europe by force, or the threat of 
force, would be immensely increased if the “ oceanic ” 
Powers of the League-KeUogg system could form a security 
arrangement among themselves, uncommitted to the 
internal politics of Europe,yet, under the famous Stimson 
declaration of August 1932, no longer neutral to the 
possibilities of war but actively concerned to prevent it. 

The formation of such an oceanic security arrangement 
within the League-KeUogg system is much more possible 
than at first might appear. If the major Powers of 
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Eur-Ana finally break tmy not only from free instita' 
tions but also from collectiTism in intematkmal affairs, 
the problem of security against possible mfliurist action 
will once more become an important consideratuHi in the 
national counsels of all the liberal and democratic peoples. 
By standing together in a kind of oceanic system for security 
they would themselves be in a position of almost complete 
invulnerability. Its members would be the nations of the 
British Commonwealth, of North and South America, the 
Powers which control non-Mediterranean Africa, France, 
Belgium, Spain and probably Scandinavia. It would cover 
two- thirds of the earth’s surface. Nearly all the self-, 
governing peoples within it are democracies and believers 
in free institutions. It would have immense natural 
security. Taking a line from Canada or Panama through 
Hawaii, Singapore, Aden, Suez, Malta, Gibraltar, and back 
to England, it would control practically all the naval bases 
and great international canals. It would have, too, 
immense financial and economic resources, for the greatest 
aggregation of manufacturing plant and mines lies around 
the basin of the North Atlantic, and the rest of the 
area is largely agricultural. It might well develop an 
intelligent system of mutually adjusted tariffs between its 
members which would leave room for a large measure of 
international exchange. 

Let us then consider certain points which present 
difficulties. Would the United States consent to enter into 
such an oceanic system ? For without her co-operation 
it could not be effectively created. At this moment she 
would not do so ; but events are steadily driving her in 
this direction. On the one hand the military and naval 
expansion of Japan is forcing her to consider the problem 
of her own security, and to concentrate her naval resources 
m the Pacific, and unless she is going to have a navy larger 
than both the British and the Japanese navies combined, 
a naval understanding between Great Britain and the 
United States based on the Kellogg Pact, the Stimson 
10 
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declaration and the Nine and Four Power Pacific treaties, 
wh(fil7 defensive in character and involving no commitments 
in Europe, might give both sides the security and economy 
they desire. Further, it seems likely that the pre- 
sent American experiment in economic autarchy will 
break down. The only way in which the adjustment 
between supply and demand could be brought about inside 
the boundaries of the United States so as to eliminate 
unemployment would be the public control of land, 
farming, manufacture and distribution on communist or 
fascist lines, which would deal with the rest of the world 
only through import and export boards. Such dis- 
cipline the American people, the most individualist 
in the world, would never stand. The only alternative 
is that, having reached her present state of economic 
development, the United States, like Great Britain a 
century ago, should abandon her prohibitive tariffs, and her 
debtor and isolationist traditions, and use her unparalleled 
facilities for mass production to supply the 2,000,000,000 
people in the rest of the world with the cheap and well 
made products they so badly need, taking some of their 
raw materials, tropical foodstuffs and other commodities, or 
lending them capital for development, in exchange, and 
absorbing nearly all her agricultural production within 
her own borders. That is what may well happen, and if 
it happens the United States will become as interested 
in world politics and as concerned with the maintenance 
of peace, if only for commercial reasons, as" is Great Britain 
to-day. 

What of France ? The relationship of an oceanic 
security system with France would not differ from that with 
other members. Tt would, be purely consultative, as pro- 
posed by Secretary Stimson. It would have nothing 
to do with the relations of France with central or eastern 
Europe. As already explained, the problem of “ security ” 
for France, which has dominated international discussions 
ever since the war, is now, in any case, going to change its 
B II 
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character, and become based on balance instead of pre- 
ponderance. Further, the Locarno Treaty of Guarantee 
clearly requires revision. TTie vnthdrawal of Germany 
from the League must alter its character, and the guarantee 
of the demilitarisation of the Rhineland must obviously be 
dropped as being inconsistent with “ equality ” and no longer 
applicable. The security which the oceanic system would 
give to France would be the far greater probability of 
economic sanctions under Article i6of the Covenant being 
put into effect on her behalf in case of unprovoked 
aggression. And Great Britain, mainly in the interest 
of her own safety, might renew to Belgium the 
guarantee against invasion and undertake to intervene 
in the event of any attempt to alter her western frontiers 
as defined at Versailles, and voluntarily accepted by 
Germany before Locarno. In return, we should ourselves 
require co-operation in the event of the invasion of Great 
Britain by sea or air. 

What of Italy f It is uncertain what the policy of Italy, 
under the conditions envisaged, would be. On the one 
hand, she has abandoned democracy, is expansionist in 
spirit, and does not believe very firmly in internationalism 
as the necessary balance to nationahsm. On the other 
hand, she is doubtful of Germany (partly because of the 
Brenner Pass), is fearful of a new scheme for a German 
Mittsl-Europa, and is anxious to work with Great Britain 
in the Mediterranean (partly for naval reasons), and with 
France too, if certain outstanding feuds can be adjusted. 
If she adheres to the collective system, she might also 
enter the oceanic system. 

Finally, what of Germany herself, Russia and Japan ? 
The assumption of this part of the article, of course, is that 
Germany has definitely rejected, at any rate for the time 
being, the League and the collective system, has set about 
regaining armaments and equality, and begun to look for 
allies. If she or either of these other Powers should change 
their minds and be wiUing to accept the principles and 
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obligations of the League, they should certainly be wel- 
comed. 

IV. The Essence of the Collective System 

T he central issue before mankind is that of collectivism 
versus anarchy in international affairs — both political 
and economic. Sooner or later the nations will learn 
the lesson, and will realise that not only is anarchy fatal 
to themselves, but even a loose association, like the League 
of Nations, and still more the Kellogg Pact, is an inade- 
quate bulwark against poverty and war. At the moment, 
unhappily, many of them are not, for one reason or 
another, willing to listen. Some are rtot willing even to 
join any form of League. None, or practically none, 
are yet ready to live up to the security provisions of the 
Covenant, such as Articles lo and i6, on a world-wide 
scale. 

It is necessary, therefore, to deal with the world as we 
find it, and realise the best that is practically attainable. 
There is no doubt that the prospects of the League of 
Nations, almost irretrievably weakened by the abstention 
of the United States and Russia at the beginning, have 
been still further damaged by the withdrawal of Japan 
and Germany. To some extent the withdrawal of Germany 
has been due to her excessive tendency to identify the 
League with the victorious Allies, which made it seem like 
an instrument for giving effect to a stern peace. If that 
aspect of the League can be remedied — ^and the real remedy 
is the conceding to Germany without delay of her full right 
of equality — the League itself may be re-established as the 
instrument of European, if -not of world unity. 

But it is clear that the road is likely to be long and narrow. 
If the League is to become the real centre of gravity in 
the world it will only be because it once more includes 
Germany and Japan and secures also a close association 
with the United States. 


B2 





ROOSEVELT’S ROAD TO RECOVERY 


P RESIDENT ROOSEVELTS recovery program has 
encountered difficulties. They are not serious yet, 
because they are not wholly evident, but they may be 
serious before this article is read. It is time to take stock, 
to see how far along the way we have gone, and try to 
estimate what the near future has in store. From one point 
of view the events of the past do not matter much ; we are 
concerned with what lies ahead. Yet to a large extent 
these past occurrences will shape the character of con- 
troversy and action ; and in another sense they tend to 
disclose the mind of the President, who, in spite of individual 
criticism and group complaint, still wields, with the appro- 
bation of an overwhelming majority of people, such power 
as no Chief Executive of the United States ever wielded 
before except in time of war. It is due him, therefore, and 
pertinent to our inquiry, to remind ourselves that on March 
fourth, when Mr. Roosevelt took office, there were thirteen 
and a half million industrial workers out of employment. 
Thirty million farm people, overmortgaged and overtaxed, 
were selling their produce for considerably less than the 
bare cost of production. On the day after his inauguration 
circumstances forced the President to declare every bank 
in the United States to be closed. Some forty-four 
thousand millions of dollars of deposits were thereby 
locked up — ten per cent, of which will never appear again — 
and a hundred and twenty million people were flat on their 
backs. It was nothing short of a national catastrophe, 
the greatest financial catastrophe in history. To that 
crisis the President brought courage when there was none, 
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faith instead of despair, and a gallant eagerness to seize 
responsibility with both hands. Congress voted him all 
the powers which he requested, adding a few of their own 
invention for good measure, gave him control of vast 
Federal credits with which to carry out his plans, provided 
the sinews of economic recovery and set up the framework 
of social reconstruction. Having done all these things with 
great dispatch they adjourned and left the President to 
carry on. 

f The problem of unemployment was the one to which the 
Administration, clothed with power, first addressed itself. 
Three hundred thousand young men were enrolled in the 
Civilian Conservation Corps at a moderate daily wage. 
They are engaged in clearing old forests and planting new 
ones, which in itself is a useful thing to do. The greater 
part of their pay is sent directly to their families and 
doubtless makes all the difference between existence and 
starvation in three hundred thousand homes. Congress 
also appropriated $500,000,000 for direct relief, and these 
dollars pass from the Federal Treasury into the hands of 
State officials who administer their quota according to 
need. In the months, March to September, some two 
million workers were re-employed in industry through the 
restoration of confidence and through the increased activity 
which arose partly out of speculation and partly out of 
replacement demand. During those same months, and 
more especially in the months of August and September, 
about a million seven hundred thousand others found work 
through the voluntary agreement of companies to reduce 
hours of labor and take more men and women onto their 
payrolls. Finally, in order further to hasten re-employ- 
ment, the President was given authority to spend up to 
$3,300,000,000 on public works, the mandate being that 
these projects should be of public importance, sound in 
conception, and self-liquidating if possible. Thus in the 
main the problem of unemployment has been attacked by 
the expen^ture of government funds on a large scale. 
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The staggering burden of Federal debt, State, county and 
municipal debt, corporate and individual debt, secured 
and unsecured, presented the second most acute problem. 
The Administration, for good if not for valid reasons, but 
vrith deplorable debonair, proceeded to go off the gold 
standard. That action had the collateral effect of reducing 
the burden of all debts contracted in terms of gold, including 
those of the United States Government, by as much as the 
new unsecured dollar might shrink in terms of gold. Today 
so-called “ gold obligations,” estimated to amount to some 
$75,000,000,000, have diminished in gold value by about 
thirty-five per cent., and that’s that — ^unless and until the 
Supreme Court of the United States decides otherwise. 
Overburdened railroads are seeking friendly reorganizations 
under new legislation, overextended individuals are making 
legal compositions with a majority of their creditors, to the 
terms of which the minority must accede, and more than 
twenty thousand overloaded homes in the country and in 
the city have been saved from foreclosure by the inter- 
vention and financial assistance of the government. But 
the burden of debt on real estate, except as to the rate of 
interest, has not been permanently lightened by what is in 
effect a moratorium. Nor could the case have been other- 
wise ; for savings bank and life insurance company port- 
folios are full of first mortgages and no scheme to reduce 
their dollar value is deemed tolerable. The only alter- 
native thereto, in the government’s view, is to hope for a 
rise in commodity prices and to assist it, thereby permitting 
the debtor in general and the agricultural debtor in par- 
ticular to pay off his dollar obligations with the proceeds 
of less goods and services. Obviously if wheat can be 
advanced from fifty cents a bushel to a dollar, the farmer 
can pay a dollar on principal or interest account with one 
bushel of wheat instead of two. And that result, in rough 
example, is what the Administration is aiming toward today. 

At this juncture it should be clearly stated that no one 
in the United States in full possession of his senses minim- 
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izes the gravity of the farm mortgage situation. There 
are many who question the power to raise prices by the 
means employed up to now; there are others who feel 
that the farmer overbought land in boom times on a thin 
capital margin, and that he has no greater moral call on 
relief than the speculator in stocks ; there are still others 
who deplore the premium which the Administration’s 
program holds out to debtors, and the discount on thrift 
and investment which it implies. But against these intel- 
lectual and moral considerations stand the threadbare 
facts : thirty million people are in an appalling financial 
state. Orthodox economists, when they treat of agricul- 
ture, devote a few arid chapters to its place in society and 
secretly hope to high heaven that the farmer will be able 
to extricate himself again, as he sometimes has in the past, 
through the providential intervention of a crop shortage in 
Russia or a cattle plague in the Argentine. The President, 
on the other hand, seems to be profoundly concerned about 
the present plight of the farmer, and is vigorously employ- 
ing a number of unorthodox measures to improve his con- 
dition. The bias of this Administration is toward agricul- 
ture — ^perhaps it is merely the correction of a traditional 
bias among American statesmen and economists toward 
industry. At all events, that is one characteristic of the 
New Deal. General Hugh Johnson, administrator of the 
National Industrial Recovery Act, has been vice-president, 
general counsel and assistant general manager of the Moline 
Plow Works since 1929. Henry Morgenthau, Jr., a close 
advisor of the President on financial matters, and one of 
the small group present on October 30 when Mr. Roosevelt 
decided to enter the world market for gold — Mr. Morgen- 
thau has published the American Agriculturist for the past 
eleven years. And Professor Warren, whose monetary 
theories seem to be in the ascendancy today in the White 
House, has been head of the Department of Agricultural 
Economics and Farm Management at Cornell University 
since 1920. 
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II 

O N October 22, in a now famous speech, President 
Roosevelt stated his aims. “ Ever since last March 
the definite policy of the government has been to restore 
commodity price levels. The object has been the attain- 
ment of such a level as will enable agriculture and industry 
once more to give work to the unemployed. It has been 
to make possible the payment of public and private debts 
more nearly at the price levels at which they were incurred. 
It has been gradually to restore a balance in the price 
structure so that farmers may exchange their products for 
the products of industry on a fairer exchange basis. It 
has been and is also the purpose to prevent prices from 
rising beyond the point necessary to attain these ends. 
The permanent welfare and security of every class of our 
people ultimately depends upon our attainment of these 
purposes.” 

If the unemployment situation called for the expenditure 
of a million dollars a day on the Civilian Conservation 
Corps, those fresh dollars also served to increase pur- 
chasing power and to put up prices. So did the allocation 
of five hundred million dollars for direct relief ; so did the 
re-employment of 3,600,000 industrial workers. The 
gradual expenditure of $3,300,000,000 in public works (and 
of this amount $2,100,000,000 has already been allocated) 
should mean large scale buying in many branches of 
industry ; and by the speedy liquidation of banks which 
still remain closed, a thousand million dollars not now 
available to depositors can be put in their hands before 
January first. Cotton farmers have been subsidized to cut 
their acreage by ten per cent, in the hope that a crop re- 
duction may lift the price of cotton ; millions of young 
pigs have been slaughtered and bought with government 
funds for relief purposes ; corn acreage and wheat acreage 
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have been reduced by contract with the government — all 
with the object of raising prices. Likewise those decisions 
of the President which have had direct foreign repercussions 
— ^four out of five of them seem to bear toward the same 
national objective. If going off the gold standard in April 
was deemed necessary in order to forestall another run on 
the banks, it also tended to put up prices. The declaration 
— the manifesto — ^which Mr. Roosevelt threw down to the 
World Economic Conference on July third destroyed pros- 
pects of an exchange stabilization which might have prevented 
commodities from going up. The invitation to Litvinoff 
to visit Washington was actuated, in part, by the hope of 
finding Russian buyers for farm machinery and cotton. 
And the most recent purchases of gold in European markets 
by the United States Government have been openly under- 
taken for the purpose of devaluing the dollar as expressed 
in goods. The fifth decision, involving Mr. Norman Davis’s 
withdrawal from active disarmament negotiations, seems 
to have little bearing unless, as the cynic suggests, the 
breakdown of negotiations toward peace is the surest of all 
ways — in the end — ^to send prices sky high. 

Speculative enthusiasm, aided by some purchasing to re- 
plenish stocks, carried the American commodity markets 
to high figures in July, but from these levels, in spite of 
the government’s aims, and in spite of all the indirect aids 
exerted by Washington, the average drifted slowly downward 
until in dollars it was only twenty-five per cent, higher than 
when Roosevelt began his Herculean labors, while in gold 
dollars it was substantially lower. With wheat selling at sixty- 
five cents a bushel in mid-October as against a dollar and 
a quarter in July, with a sellers’ strike of North Dakota 
farmers well organized and spreading to the nearby States, 
with open revolt in that section of the country against the 
National Recovery Administration, the government stepped 
into the wheat market and bought heavily over a period 
of days. Wheat rose with these purchases ; it declined when 
they ceased. Apparently a further stimulant was needed. 
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At all events on that night of October 22 the President 
addressed the nation over the radio, reviewing the record 
of the Administration and added to what has been quoted 
above three positive declarations : 

I do not hesitate to say, in the simplest, clearest language of 
which I am capable, that, although the prices of many products of 
the farm have gone up and although many farm families are better 
off than they were last year, I am not satisfied either with the 
amount or the extent of the rise, and that it is definitely a part of 
our policy to increase the rise and to extend it to those products 
which have as yet felt no benefit. If we cannot do this one way 
we will do it another. Do it we will. 

As a further effective means to this end, I am going to establish 
a government market for gold in the United States. Therefore, under 
the clearly defined authority of existing law, I am authorizing the 
Reconstruction Finance Corporation to buy gold newly mined in 
the United States at prices to be determined from time to time 
after consultation with the Secretary of the Treasury and the 
President. Whenever necessary to the end in view, we shall abo 
buy or sell gold in the world market. My aim in taking this step 
is to establish and maintain continuous control. This is a policy 
and not an expedient. It is not to be used merely to offset a 
temporary fall in prices. We are thus continuing to move toward 
a managed currency. 

I would not know, and no one else could tell, just what the per- 
manent valuation of the dollar will be. To guess at a permanent 
gold valuation now would certainly require later changes caused by 
later facts. When we have restored the price level, we shall seek 
to establish and maintain a dollar which will not change its pur- 
chasing and debt-paying power during the succeeding generation. 
I said that in my message to the American delegation in London 
last July. And I say it now once more. 

These utterances took the financial community by sur- 
prise. “ Sound money ” men were bewildered by the 
reference to a managed currency ; they questioned the 
extent to which the purchase of newly mined American 
gold could raise commodity price levels ; they looked with 
abhorrence at the idea of competitive depreciation of the 
currencies as the result of a competitive race for gold; 
and they read, in unmistakable terms, that the President, 
if need be, would resort to the printing press in order to 
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accomplish his end. “ If we cannot do this one way we 
will do it another. Do it we will.” 

The more precise reasons why financiers were surprised 
to the point of being shocked were these : 

First : 'Iliey had recent reason to think that Mr. Roose- 
velt had decided to follow a conservative course in mone- 
tary matters. A few days prior to October 15 the 
Secretary of the Treasury had offered approximately 
$i,900,000,0(X3 principal amount of new ten to twelve 
year government bonds to the present holders of Fourth 
Liberty 4JS, thus proposing to convert, prior to April 15, 
1934, about one- third of that issue outstanding. From 
the government’s point of view a substantial amount of 
interest would thereby be saved. To the investor’s eye 
the new securities contained certain ingenious features 
calculated to induce him to make the exchange, and the 
rate of interest was sufficiently attractive. Other circum- 
stances seemed to favor the success of the operation. It 
was widely reported that, during the week before, a com- 
mittee of “ inflationists ” had been severely rebuffed 
in a conference with the President, and the very fact that 
the Treasury was attempting a conversion of this magnitude 
strongly suggested that the Administration had concluded 
that the time had come to attempt a gradual stabilization 
of the dollar. 

Second : Though they were well aware that the response 
to the Treasury’s conversion offer had been more than 
luke-warm, they did somehow expect that the President 
would give the operation more than a week to prove its 
success or failure before switching from the extreme of 
sound money to the extreme of fiat money. 

Third : T^ey instrusted an incomplete statement of 
monetary policy so evidently influenced by the unorthodox 
theories of Professor Warren, of Cornell, and Professor 
Rogers, of Yale. 

Up to this moment the Administration had been sub- 
jected to very little open criticism. Farmers had become 
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disgruntled again, but their condition had been materially 
improved nevertheless. Proprietors of the Neta York 
American^ Chicago Netos^ Kansas City Star and other daily 
papers professed to be anxious for the integrity of the 
republic, all because the National Recovery Administration 
would not write into the newspaper code a clause specific- 
ally guaranteeing the freedom of the press : but this con- 
troversy was more apparent than real. Wall Street bankers 
had been suffering sullenly from a “ persecution complex,” 
for the opportunities for commercial bankers are restricted 
by the 1933 Banking Act ; the hands of investment bankers 
are so tied by the new Securities Act that the future looks 
dark for profitable issues, and full of pitfalls and incar- 
ceration. But for reasons which have appeared in suffi- 
cient detail already in the press, the banking fraternity 
hardly had the heart to stand up for their lost “ rights,” 
and the occasional voice of protest against some very real 
flaws in the Securities Act was a feeble voice indeed. 
Industrialists had not liked some of General Hugh Johnson’s 
intimidating talk — Henry Ford in particular had not liked 
it. They were alarmed by the creeping strength of labor 
under the new system of codes, and some of them were 
finding it difficult to pay out more wages and still make 
company ends meet. But on the whole, having signed 
these codes, they were loyal to their signatures, and they 
were disposed to follow the President’s lead. 

“ Inflation,” however — that was an issue that roused 
men to the core. City people who had already felt the 
pinch of rising prices became alarmed overnight for the 
future. Economists pointed out the consequences of 
such a step. Internationalists took alarm at the hostility 
that would be awakened abroad by the purchase of free 
gold. Old newspaper men sniffed the smoke of 1896 in 
their nostrils. A 1 Smith, writing for the New Outlook, 
attacked the Administration’s monetary policy : Walter 
Lippmann, in the New York Herald 7 ribune, parted 
company tvith the President on this point. The American 
22 
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L^lion in convention had passed a sound-money resdution : 
the American Federation of I.abor had taken a formal stand 
against inflation. Finally, one week after Mr. Roosevelt’s 
speech, the Republican National Committee firfed its first 
gun against the President’s record and actions — ^the first 
open breach of the informal truce which has existed since 
^rch fourth. It is impossible to hazard a guess as to the 
steps which the President has in mind : but there is no 
doubt as to his principal object, and no doubt of his deter- 
mination to achieve it by any necessary means. There is 
also little doubt that from now until spring or longer the 
United States, for the fourth time in its history, will be the 
arena of bitter battles over monetary policy. 


Ill 

T he appearance of this cloud, much bigger than a 
man’s hand, has galvanized into speech all those 
many people who believe that a world-wide recovery 
began in 1932, that the strong-arm methods so far employed 
by Mr. Roosevelt have sufficiently offset the effects of our 
banking collapse in March, that we should now stop the 
bread and circuses, settle in, stabilize the dollar, reduce 
government expenditures, and if necessary make a com- 
position with agriculture by paying out a straight dole to 
marginal farmers. In other words, England’s record and 
England’s recovery point the way. There is certainly much 
to support this view, for in the late spring and early 
summer, freed from the worst of its fears, business went 
ahead by leaps and bounds. Statements, just published, 
reporting company earnings for the quarter ended Sept- 
ember thirtieth, are in almost every instance more favor- 
able than those of 1932 ; in many cases they are better 
than 1931, and in a few instances the improvement is 
astounding. Results for the current quarter will be poor 
by comparison, both because of seasonal influences, and 
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because of over-stimulated buying during the summer 
months : but business activity will increase after the turn 
of the year, and this normal increase will be accelerated 
to an extent v^ich we do not fully appreciate by the 
government’s vast program of public works, the freeing 
of funds in banks, and the end of prohibition. Here is a 
turnover, they say, of about $7,000,000,000 coming within 
the next few months as surely as day follows night. The 
government is advancing money to the railroads to buy a 
million tons of rail and track fastenings : the Pennsylvania 
Railroad is undertaking a second huge electrification pro- 
ject : and so it goes. Special taxes from liquor should 
bring in a thousand million dollars, corporate taxes will 
rise with better trade, unemployment drains on the 
government purse will be reduced, and after a brief time, 
the “ extraordinary budget ” — ^the national deficit budget 
—will disappear, 

I suspect, however, that in spite of these powerful argu- 
ments put forward by sound-money men, some measure of 
inflation is close upon us. The political pressure from 
the western States is very great, the economic strain of 
the private debt structure is severe, the Administration 
has made exorbitant demands on the national credit, and 
that credit is not so high as it was a month ago. Govern- 
ment bonds have declined substantially since the President 
declared his policy : and during the past few weeks the 
Treasury has been forced to pay progressively .10, .14, .17 
and .22 per cent, per annum for ninety day money. It is 
possible that the fact of the slow decline of the dollar 
against gold currencies will in itself conjure up the spectre 
of uncontrolled domestic inflation, and this alone may 
bring about the commodity price rise on which Mr. Roose- 
velt has set his seal. If this expedient fails to work, the 
issue of a moderate amount of currency backed by silver 
might produce the same desired result. So the gentlemen 
learned in these matters tell us : though it is hard for 
laymen to understand why the issue of currency based on 
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the national credit and backed 1^ silver should be deemed 
to dilute a currency^ based on the national credit alone. 
Lastly, like the unmarried mother who defended herself 
to Mrs. Easy with the plea that her baby was? “ such a 
little one,” Washington may announce some day during 
the winter just a little issue of fiat money. After all, 
between the fiat credit which we now have and the fiat 
dollar bills which we may get, there is little difference 
except in the instructions given to the Bureau of Printing 
and Engraving. If this should happen, the frantic questions 
then will be, will the President control this thing ? And 
can he ? As for his determination, there can be no doubt. 
He has promised to manage the dollar against any undue 
fall as clearly as he has promised the fall itself. As for his 
courage to do what will then be the unpopular thing, 
witness the way he cut the salaries of government employees 
in the spring and slashed the allowances granted to war 
veterans. Witness his trip to Chicago in September to 
face the American Legion and to ask their continued co- 
operation — a trip and a speech against which every old- 
time politician warned him. As for the power to stem 
inflation — it is well to bear in mind that the United States 
gold reserve is immense, that the country is still a creditor 
country, that its national resources are almost illimitable, 
that the national debt even today — some $24,000,000,000 
in all — is ten per cent, less than it was at the end of the 
war, and that, given normal times, the United States could 
pay interest and amortization on a funded debt of ten to 
fifteen thousand million more and still enjoy prosperity. 
“ It is true,” says Professor Seligman, of Columbia, “ that 
there may be in store for us a larger issue of paper currency 
and that, too, before very long. But this need upset no 
one. If it comes about, it will be primarily in order to 
pacify the farmers oppressed by low prices and the burden 
of debt. 

“ The farmers will find, however, that while prices for 
their products rise, the cost of the things they buy will 
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also rise. Is it not probable that as this fact comes home 
to them their enthusiasm will lag ? Meanwhile the oppo- 
sition may be expected to gather strength so that, lacking 
the primary urge to further inflation, the movement will in 
all likelihood be arrested. 

“ Nor need any one fear budgetary inflation on the 
ground that the government is spending huge sums and 
borrowing the money to do so. To do otherwise is to deny 
the legitimate use of credit. So long as interest and 
amortization on what the government borrows can be paid 
out of current revenue in the ordinary budget, the process 
is fiscally unexceptionable.” 


IV 

A VALIANT effort is being made here in the United 
States to hasten recovery and bring about certain 
fundamental social changes. Industrial recovery, the older 
economists maintain, must begin “ at the top ” ; profits 
and the prospect of profits must precede re-employment 
and must be the forerunner of capital investment and 
industrial expansion. The President believes that this 
particular industrial recovery — if it is to take place at all 
— must begin at the bottom : that a nation-wide program 
of re-employment regardless of profits will create pur- 
chasing power, and that the purchasing power so applied 
will stimulate production and restore trade to profitable 
levels. It would be preposterous to try to make a sober 
forecast of the future, especially today when the American 
experiment is entering upon a critical phase. Nevertheless 
these times invite speculation, in opinions as well as in 
commodities, and perhaps it is not a reprehensible diversion 
to hazard a few guesses. Guesses they are. 

After some months of bitter controversy, and after 
flailing about with the purchase of free gold, emergency 
embargoes against the importation of certain goods and 
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against the exportation of capital, and after a degree of 
inflation that will temporarily carry prices higher than the 
now sacred 1926 level, we s^U settle down with a dollar 
depreciated in its gold content by about fifty per cent, 
and with a temporary management of currency that will 
prevent too vride fluctuations around this new gold base. 

Hie American picture will assume a somewhat different 
pattern, and within that pattern certain separate figures 
will be discernible. 

New York will no longer be, or threaten to be, the finan- 
cial center of the world. Owing to the inadequacy of our 
bankers, and in some cases to their startling delinquencies, 
New York institutions have suffered a blow from which 
they will be slow to recover. The opportunity which was 
laid on the laps of our financiers, the opportunity which 
only a child could miss, was muffed in the mad scramble 
to get rich over night. 

Labor organizations, with swelling numbers and with 
new powers acquired and consolidated under the emer- 
gency codes, will increase in influence and the scope of 
American industry will be restricted accordingly. 

Within certain important industries — steel, chemicals, 
coal, cotton, copper and the like — the collaboration of 
company heads in writing codes and in working out new 
techniques of survival, competition, exchange of processes 
and profit making will lead to the loose but effective per- 
petuation of units of industry which in some respects will 
supplant and in other respects supplement the principle 
of separate corporate action. 

The government will keep a direct hand only on such 
businesses as it is deeply enmeshed in — the railroads perhaps. 
It will maintain a benevolent relationship to the new 
industrial regime, gradually remitting control to appro- 
priate non-govemmental associations, and intervening only 
as between producer and consumer or between better 
integrated capital and better integrated labor. 

Lastly, m that new order which is here already, the 
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creditor dass will have less wealth and the debtor class 
will have less debts. Life in the United States will be less 
violent. There will be more leisure and fewer fortunes : 
there will be limits to the play of greed and limits to the 
course of fear. For these are the consequences of remem- 
bering “ the forgotten man ’* ; this is what happens when 
the orthodox economists are outmoded and recovery is 
achieved not from the top down but from the bottom up. 

The United States of America. 

November 3, 1933. 
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JAPAN’S BID FOR WORLD TRADE 


T he recent commercial expansion of Japan is but 
one aspect of the modem tendency of ^ vigorous 
peoples to engage in manufacturing industry and foreign 
trade and to aim at such a measure of economic self- 
sufficiency as their natural resources will permit. But in 
the case of Japan that tendency has manifested itself in so 
strong a form that one is apt to regard it as something 
isolated and special, so that it is advisable, when studying 
her recent astounding advances in the economic field, 
first to relate them to world-wide movements and only 
at a later stage to examine them with a view to picking out 
features peculiar to Japan. 

Nobody who has travelled lately in the East can fail 
to be impressed by the immense influence which indus- 
trialism is exercising equally upon the most disparate of 
oriental peoples. The operations of manufacture and 
trade offer to them an outlet for their energies and, it 
should be added, a means of satisfying their racial pride 
in competition with the older industrial nations of the 
West, This is a factor which should not be overlooked, 
for though the industrial and mercantile leaders of the 
East may endorse the doctrine that international commerce 
should be composed of mutual blessings, the rank and 
file certainly look upon it as a kind of battle, in which they 
are fighting for the national cause. Meeting and talking 
to Japanese and Chinese manufacturers and traders one 
cannot escape this impression. One feels that revenge 
is now being taken for the andent conquests of the East 
by the West, that our mechanical weapons are being turned 
against ourselves, and that those who wield them do so 
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with greater enthusiasm and with greater faith in their 
effica(y than their modem opponents. Return from a 
sojourn in the East to Europe or America, and you will 
find your friends casting doubts upon the advantages 
of industrialism. You will see the merchant escaping 
from his office to lead the contemplative life, the manu- 
facturer fleeing from the noise of his machines to rural 
solitude. Their Eastern counterparts seem to have no 
misgivings. They have abandoned their traditional ways, 
put off the meditative habit, and derive from noisy factories 
or feverish boardrooms the same peculiar satisfaction 
that made the world seem so agreeable to our Victorian 
forefathers. Thus we find not only Japan, but also 
China and India, turning their energies to industry and 
competing bitterly with the older industrial countries, 
aided in their struggle by labour which is content with a 
relatively small reward, and which at the same time is 
on the whole industrious and obedient. 


I. The Reasons for Japanese Success 

A ll these phenomena are exhibited by Japan in an 
almost exaggerated form; and from that point of 
view alone it is worth while to examine closely the reasons 
for the special success which has attended her efforts to 
build up an industrial State. These efforts have a lengthy 
history, but it will make for simplicity to pass over the 
early period, merely observing that the Japanese Govern- 
ment have for more than sixty years followed a consistent 
policy of fostering industry and trade, and that the success 
of that policy has been in a large measure due to two factors 
—the strong national feeling of the Japanese and their 
respect for authority, a habit perpetuated from the feudal 
age, which did not come to an end until the second half of 
the nineteenth century. 

This is the historical background. Gjming to more recent 
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times, it maj be said perhaps that the present phase of 
Japan’s indnstrial expansion commenced with the !^opean 
war, when, thanks to the preoccupation of other industrial 
States, she was able to make vast profits in foreign trade, 
to secure a foothold in new markets and to extend and im^ 
prove her industrial equipment. Since then she has had her 
ups and downs. There have been slumps, as in 1920, the 
earthquake disaster in 1923, a financial panic in 1927, a 
severe trade depression in 1930, and serious troubles caused 
from time to time by fluctuations in foreign exchange. But, 
by and large, these intermittent spells of adversity have 
only served to purge and strengthen the industrial organism. 
Even the great earthquake, though it involved dreadful loss 
of life and property, probably on balance acted as a stimulus 
to greater efiorts, of which concrete evidence may be seen in 
the tall buildings and wide streets of reconstructed Tokyo. 
Similarly, in 1930, the deflationary policy of the late Mr. 
Inouye, the Finance Minister, though it certainly inflicted 
great hardships upon many branches of industry and trade, 
had the effect of forcing reforms upon manufacturers and 
merchants. A powerful “ rationalisation ” movement was 
set on foot, in which both Government and industrialists 
took part. In the leading industries there was a strong 
effort to improve manufacturing technique and factory 
organisation, while deflation, by reducing prices in yen,* 
permitted some reduction in wages. These were difficult 
times for Japanese manufacturers and exporters, and there 
was a persistent outcry for the restoration of the gold 
embargo and a return to the easier conditions of inflation. 
These hard times continued until the end of 1931, when 
with a change of Cabinet the Government’s financial 
policy was reversed and the embargo upon gold exports 
restored. But the salutary influence of the hard times 
persisted and began to show its effects fairly soon in the 
year 1932. 

Among the first results of the reimposition of the gold 

* The yen at parity was equal to as. ofd. To-day it ia equal to is. a^d. 
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embargo yns a sudden fall in exchange. Taking loo units 
as the gold parity of the yen, its foreign exchange value in 
terms of gold currencies f^ from loo in December, 193 to 
little more than 40 in December, 1932, The effects of this 
decline upon Japan*8 export trade were spectacular. In 
the first place, a number of important concerns had, in the 
autumn 1931, anticipated theGovernment’spolicy and had 
bought United States currency with yen at parity. Later, 
as the exchange fell, they either rebought yen or with their 
gold dollars purchased large quantities of raw materials, 
notably raw cotton. Consequently, at the beginning of 
1932 many of the leading industries had stocks which 
they could afford to manufacture and sell at an extremely 
low price, even in yen, and at almost unheard of low prices 
in a gold currency. But this was not all. Although the 
foreign exchange value of the yen fell steeply, its internal 
purchasing power remained unchanged. Indeed, during 
the earlier part of 1932 internal prices actually began to 
fall. The effect of these conditions upon Japan’s com- 
petitive power in foreign markets was stupendous. 

Quite apart from the temporary advantage of raw 
materials bought at favourable exchange — ^an advantage 
which ends when the raw materials are consumed and 
must be replaced — there was a permanent advantage which 
may be expressed as follows : — For 100 gold units of 
foreign currency in December, 1931, the manufacturer 
could supply goods for export worth 100 yen. But for 
100 gold units in December, 1932, he could supply nearly 
250 yen’s worth of goods. In other words he could, without 
diminishing his receipts in yen, reduce his prices in a gold 
currency in the ratio of 250 to 100. This advantage alone 
is enough to account for the flood of Japanese exports 
which steadily mounted as exchange fell, and reached its 
height towards the end of 1932. 

But there were other factors in addition to exchange 
which accounted for the success of Japanese exporters. 
Exchange advantages tend to work themselves out as 
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mternal prices adjust themsdves to external prices. In 
Japan, however, there were special conditions. In the 
first place, as we have already said, the intomal price level 
in Japan did not rise, and it is chiefly this fact which has 
been overlooked abroad and has given rise to accusations of 
“ dumping.” The chief reason why internal prices did 
not rise is that Japan is practically self-supporting in 
respect of foodstuffs. Since she does not need to buy 
food abroad, the exchange value of her currency does not 
affect its purchasing power at home. Indeed, the price of 
the staple foodstuff, rice, is governed by the domestic 
supply ; and during the first part of 1932 the market 
price of rice not only did not rise, but actually fell, until 
by the middle of the year it was as low as in 1931 and lower 
than in 1930. The increased cost of consumer’s goods 
imported from foreign countries was not enough to raise 
the general domestic price level, and consequently there 
was no strong influence at work forcing employers to 
raise wages. The whole benefit of depreciated exchange 
could therefore be used in reducing export prices. 

Given these advantages, at a time of world-wide economic 
depression when purchasing power had fallen in almost 
every country, the Japanese did not fail to make the fullest 
use of them. Their total exports increased in value from 
1,180 million yen in 1931 to 1,518 million yen in I932> This 
is not a remarkable figure in comparison with previous years, 
but it means that, while other countries were struggling to 
retain their export trade or were actually losing it, Japan 
was making advances, and was keeping her workpeople 
employed. The volume of Japanese exports during 1932 
and 1933 to date has been much exaggerated. Indeed, 
there has probably been very little increase. What has 
called world-wide attention to Japanese competition is 
chiefly the low prices of her exports ; but also their appear- 
ance in bulk in foreign markets which Japan had hitherto 
not fully exploited. This in its turn was brought about 
by political conditions in China, which drove Japan to'find 
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elsewhere bujers for goods wdxich the Chinese, thanks either 
to boycott or to thdlr falling purchasing power, 
to take. Thus it has been pointed out that 
though in 1932 Japan lost 120 million yen’s worth of trade 
with China she made up this loss by gains in other markets, 
as follows : — 

Million yen 


British India 63 

Dutch India 34 

Egypt 12 

Australia n 

East Africa 5 


giving a total of 125 million yen. 

Though it is clear that Japan’s trade expansion has in 
volume not been remarkable during the last year or two, 
there can be no doubt as to the intensity of her com- 
petition, and it is this which has aroused a degree of 
animosity, not unmixed with admiration, all over the world. 


II. The Charges Against Japan 

T he consumers of Japanese goods in foreign markets, 
consumers whose purses are very thin, have had reason 
to bless Japan. The sellers of raw materials such as cotton, 
wool, rubber, etc., have seen their falling markets supported 
through heavy purchases by Japan. But Japan’s com- 
petitors in foreign markets, whether other exporters, or 
local dealers, or domestic producers, have seen their 
businesses threatened or even destroyed by the inrush of 
Japanese goods at low prices. From all parts of the world 
there have been levelled at Japan accusations of dumping 
and other forms of unfair competition, of sweated labour, 
of official subsidies and of deliberate governmental action 
to depress exchange. It is important to examine these 
charges, so as to understand thoroughly the nature of 
Japan’s competition, for only when it is thoroughly under- 
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stood can it be dedded wbetbei it is in tbe long run in- 
jurious and, if so, how it should be dealt with. 

If we take first the allegation of “ dumping,’,’ it ^ be 
found that, assuming “dumping” to mean selling abroad at 
less than cost, no important cases of such action have been 
proved, with the possible exception of cement and perhaps 
one or two small items. It is now generally admitted by 
those in a position to investigate, that, in general, Japan 
has been conducting her foreign trade at a profit — often 
a small profit, it is true, but still a profit. 

Similarly with subsidies. Subsidies are granted to 
industry, trade and shipping by the Japanese Government, 
but they are not remarkable in amount and they are 
certainly not enough to justify an assertion that Japanese 
exports depend upon subsidies. The leading manufacturing 
industry of Japan, her textile industry, certainly receives 
no subsidy, direct or indirect, worth mentioning. 

As for the conditions of Japanese labour, opinions differ, 
but it would certainly be most difficult to prove that it is 
either sweated or oppressed. Japanese workpeople suffer 
from the abuses common to all industrial societies, but if 
it were possible to measure contentment or satisfaction it 
would certainly be found that, relatively to the standard of 
living prevalent throughout Japan, they are as well off as 
their fellow workpeople in most other countries. There 
has been a good deal of foolish talk about the “ low ” 
standards of living in Japan. It is true, to say that the 
Japanese, of nearly all dasses, have a very simple standard, 
which requires few material possessions, and can be main- 
tained on an inexpensive diet ; but it does not follow that 
they are not enjoying a civilised, or indeed an elegant, 
mode of existence. It is bur Western habit to look upon 
a multiplicity of things as the measure of happiness, but 
so far the Japanese have managed to retain a good deal 
of that traditional good taste which enables them to 
combine simplicity and happiness. Any unprejudiced 
observer has to admit that workers in Japan seem to be 
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fulfy as h^thy and happjTy as dean and sdf-rcspectii^, 
as workers els^here. It is obvious that the reaswi fOT 
low costs of production must be sought elsewhere than in 
wage 8laver7. Efficiency of management and of labour 
certainly plays a great part, and it would be well for cona- 
petitors of Japan not to make the old mistake of putting 
their trust in some imagined superiority of the Western 
operative. There are, no doubt, many respects in which 
Japan falls short, and it is even probable that the lead in 
efficiency over Lancashire, which the Japanese cotton mag- 
nates claim is due to the fact that liancashire is too advanced 
and specialised for present economic conditions, which in 
most parts of the world allow the purchase of only cheap 
commodities. Yet the sad fact remains that, in present 
circumstances, Manchester is being hopelessly beaten by 
Osaka, and it must be faced. 

But even the most inexpensive and diligent labour, 
under the most skilled direction, is not alone sufficient to 
account for the tremendous inroads which Japan has made 
upon the trade of her competitors. There is no doubt 
that, without a very considerable exchange advantage, she 
could not have done what she has done — increased her 
trade in a period of world depression, climbed over high 
tariff walls, and at the same time supplied the world’s 
markets with goods which, taken ail round, have vastly 
improved in quality over Japanese exports of a decade ago. 
It is this exchange advantage (varying with the market 
from 50 to 100 per cent.) which gives certain legitimate 
grounds of complaint to those injured by Japanese com- 
petition, for the depreciation of the yen, though not deliber- 
ately contrived by the Japanese Government, is at least a 
natural consequence of Japanese policy. The yen has 
fallen largely because other countries lack confidence in 
Japan. They look with disapproval upon her expansionist 
movement, and with concern upon her growing expenditure 
upon military undertakings in Manchuria, and the further 
equipment of her army and navy. This expenditure has 
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iorced th« Japanese Government to raise loans in order 
to meet alarming budget deficits ; and these impending 
deficits have caused an anticipatory fall in the exchange 
value of the yen. It can scarcely be wondered at that 
countries which have disapproved of Japan’s foreign policy 
should feel particularly aggrieved by successes in foreign 
trade which can be directly traced to the very acts that 
they condemn. 


III. Competition and Disarmament 

I T now remains to consider what steps, if any, ought to 
be taken by the aggrieved countries to protect them- 
selves against the full force of Japanese competition. It 
might be argued that Japan is doing a service to im- 
poverished peoples by selling to them at low prices the 
surplus fruits of her industry and skill. On a long view 
this may be right ; but it is of no satisfaction to those 
producers or merchants in other countries who find their 
markets captured, their livelihood gone. It seems inevit- 
able that some steps should be taken to protect existing 
interests, whether mercantile or industrial. The first 
move in this direction seems to have been made by the 
Philippine Islands, in October, 1932. There the Legis- 
lature met the exchange difficulty by calculating ad valorem 
duties, not on the current exchange value of the invoice 
price, but on its par value. This was done chiefly for revenue 
purposes, but it is not necessarily sufficient for the pro- 
tection of domestic industries where they exist. Other 
countries appear to have taken similar steps, under existing 
legislation ; but in the British Empire, owing to treaty 
obligations, it was not possible to use discrimination against 
Japan, and without discrimination there was no means of 
checking the inflow of Japanese goods. Accordingly, early 
in 1933, the Anglo-Japane.se commercial treaty was 
denounced by His Majesty’s Government in respect of 
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West Africa ; and in April, 1933, the Indo-Japanese con- 
vention of 1904 was denounced. 

The immediate result of these measures was to raise a 
storm of indignation in Japan, and to focus upon Great 
Britain all the hostile sentiment that had been brewing 
since the League of Nations first intervened in the Man- 
churian affair. Through a most unfortunate sequence of 
events, the Japanese public had come to form the opinion 
that it was Great Britain who was thwarting Japan’s 
aspirations at every turn. Great Britain was the moving 
spirit in the League of Nations and in disarmament. The 
Lytton Commission was headed by an Englishman. Great 
Britain proposed an arms embargo aimed at Japan. Great 
Britain now was instructing all parts of the British Empire 
to join in an economic boycott of Japan. Unfounded as 
these suspicions may be, they were genuine enough, and 
Englishmen living in Japan marked with regret a rapid 
deterioration in Anglo- Japanese relations. Making every 
allowance for temporary excitement, it seemed as if a new 
phase in Far Eastern politics had been reached. The 
extreme Japanese point of view was that the Western 
world was striving to suppress Japan, to prevent her 
expansion, whether cultural or political or commercial, in 
any direction whatever. People talked openly of a defen- 
sive war, and it is certain that feeling for a time ran very 
high. It was no doubt deliberately stimulated by the 
industrialists who stood to lose by tariff action taken 
abroad against Japan, and probably the military party were 
not displeased to find a new target for the aggressive 
nationalism which they are pleased to foster. But there 
was an undercurrent of genuine abrm, and the average 
Japanese can scarcely be blamed for thinking that his 
country was being made the victim of such an 
Einkreisung as Germany complained of before 1914. The 
analogy is worth considering by students of world 
politics. 

Underlying these sentiments there was a pardonable 
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resentment, among even the most moderate Japanese, at 
the thought that their really substantial advance in in- 
dustrial and mercantile technique, their diligence and their 
discipline, shpuld have brought them, not the world’s ad- 
miration, but a concerted resistance to their efforts to climb 
out of the world-wide economic depression. 

On the other side of the picture is the disorganisation 
caused by the invasion of Japanese goods. Markets have 
been depressed by their low prices, existing organisations 
for distribution upset, and the internal industries of foreign 
countries have been in danger of destruction because of the 
competition of J apanese imports. Perhaps the best example 
of this last feature is the case of India, where the native 
millovmers have forced their Government to increase the 
duty upon Japanese cotton goods from 25 per cent, to 
75 per cent., and where negotiations have been in progress 
with a view to reaching some agreement with Japan by which 
her textile exports to India shall be reduced to some agreed 
quota. 

It cannot be said that the Japanese Government have 
failed to realise the gravity of the situation. They have 
done a good deal to remedy it, by opening new treaty 
negotiations with India and by agreeing to unofficial con- 
versations between Japanese and English industrialists, 
designed to bring about some kind of market-sharing. They 
seem to have admitted the principle of voluntary restriction 
of exports by means of government control, and they have 
shown a tendency to take administrative action vtrith a view 
to increasing prices. They have met with considerable 
opposition from their ovm industrialists, and the problem of 
Japanese competition is far from being solved. Much 
depends upon the outcome of the negotiations now in pro- 
gress in India, and much upon willingness to compromise 
elsewhere. It is important for us to recognise that Japan 
buys freely in British Empire markets — ^wool, cotton, rubber, 
etc. ; and there is some danger that, if she is pressed too 
hard, she may make some temporary sacrifice in order to 
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develop alternative aourcM of supply elsewlieie. Site was 
last year the largest buyer of Australian word, as she is the 
largest buyer of Indian cotton. It would be unfortunate if 
Japan were to gain the impression that, since Ottawa, an 
Empire bloc was working against her, for it would emphasise 
a tendency, already apparent, to enter into closer trade 
relations with countries outside the Empire. 

It would be unfortunate from a commercial point of 
view, but also from the point of view of world politics. The 
recent trade expansion of Japan is but one aspect of that 
search for an outlet for her national energies which com- 
menced in 1868. She has been checked many times, and no 
doubt she will resent any attempt to restrict her com- 
mercial activities which does not take into account her 
growing needs — ^her population increasing by one million 
each year, for which she must find empbyment and sub- 
sistence. It is therefore safe to say that the results of the 
treaty negotiations in India, and of subsequent attempts to 
reach a solution of trade difficulties in other parts of the 
Hvorld, will have a most important bearing upon the Japanese 
, .Government’s attitude towards questions of disarmament 
>an^ naval ratios. 

There are many difficulties ahead. The Japanese people 
ate in a mood of somewhat aggressive nationalism j their 
industrialists are stubborn ; but the Japanese Government 
seem to be prepared to display a fairly accommodating 
spirit in treating the present economic problem, and if they' 
are met in the same spirit it ought not to be impossible to 
reach arrangements which will, by ensuring some reasonable 
division of trade, remove from the minds of the Japanese 
the feeling that they are being deliberately isolated. One 
hopeful factor is that, given fair opportunities, Japan’s 
exchange should improve, her internal price level rise, and 
thus restore her competition to something nearer a normal 
basis. Alternatively, if her foreign trade is drastically reduced, 
whether by tariffs or quotas, her earnings will be so 
diminished that her exchange may collapse and she may be 
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forced to devalue the yen, in emulation of the procedure 
of France. The result of this would be, without doubt, a 
further invasion of foreign markets, which, tjbough it might 
not last long, would cause further and serious disturbance 
to world trade. 



BRITISH COMMONWEALTH 
RELATIONS 


W HILE, in the tremendous shipwreck of the Great 
War, empires, institutions and ideas irrecoverably 
foundered, the British Commonwealth of Nations — al- 
ready more an institution than an empire, and now more 
an idea than an institution— somehow remained afloat. 
The vessel that survives, it is often alleged, is a wreck 
scarcely worth salvage; tide and weather will soon 
demolish the leaky fabric of her separating timbers. Naval 
supremacy, declare the self-titled Cassandras, is gone for 
ever ; the Dominions use the attenuated British connec- 
tion merely to square their commercial books ; Canada 
falls under the shadow of the United States ; India will 
soon be lost; Ireland is in barely dissembled revolt; 
South Africa has repudiated even the flimsy tie of union 
under an indivisible Crown. To such observers, the post- 
war Imperial Conferences have been donkey-engines pumping 
water from a hull which fills twice as fast as they empty 
it, and which must eventually sink. 


I. The Toronto Conference 

W HEN, therefore, there assembled at Toronto in 
September a conference on British Commonwealth 
Relations, under the auspices of the Royal Institute of 
International Affairs and its sister society, the Canadian 
Institute of International Affairs, the first task of the 
delegates was to assess the strength and integrity of the 
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Commonwealth in the world of to-day. The dorabillty 
and reality of such an association are to be measured by the 
faith of its members in its continuance. Tft the extent 
that they are sceptical about the permanence of the con- 
nection, or doubtful of its value, the connection itself is 
immediately loosened. On the whole, the test gives re- 
assuring results. The course of political and economic 
nationalism pursued by the Dominions, the centrifugal 
constitutional development of recent years, exaggerate the 
sense of dissolution among the peoples of the Common- 
wealth. That was, perhaps, the most striking conclusion that 
emerged from the deliberations at Toronto. Though the 
Conference witnessed plenty of argument and dissension over 
this or that point of constitutional law or administrative 
organisation, there was a unanimous belief among the repre- 
sentatives — quite unofficial but influential — of five self- 
governing units of the Commonwealth, and of India, that 
the British Commonwealth ought to endure, and that it 
would in fact continue to hold its place among the Powers 
of the world. One Dominion delegate, who went, he con- 
fessed, ready to resist any attempt at artificially cementing 
the fragments of an empire in dissolution, was taken aback 
to find no delegate from any other Dominion harbouring 
in his mind the hypothesis that the Empire was breaking 
up. We are inclined to take the extremist as representative, 
and thus to assume that the average citizen of some other 
member-nation does not share our faith in the value of the 
Commonwealth. When we have an opportunity to dis- 
cover his real views, we find that the opinions he expresses 
are based largely on the assumption that we ourselves do 
not share his own fundamental faith. 

The character and development of opinion in Canada 
may be taken as illustrative. The neighbourhood of a 
great country from which, geographically and economically, 
she has almost no natural boundary, has strengthened the 
spirit of nationalism among the people of Canada and 
heightened its negative aspects. The cultivation of Can- 
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adian nationality’ has cobiired tfveiy phase of the Dominion’s 
political histoiy. To be firitish was too mild a retort to 
the seeping influence of the United States ; to be Cana- 
dian implied, besides not being merely American, not being 
merely British either. The inclnsion of the French people 
of Quebec, and the foreign origin of many of the western 
settlers, emphasised the non-British side of Canadian 
nationalism. Sheltering under the lee of the United States, 
and separated by broad oceans from every other country, 
Canada has developed, among a considerable section of 
her people, a pacifist isolationism no less strildng than that 
of the United States herself. For these reasons, Canadian 
opinion has been openly suspicious of every connection 
with the United Kingdom which might lure her into the 
latter’s international entanglements, or cause the Dominion’s 
policy on any issue to be influenced by that of Whitehall. 
Canadian statesmen and leaders of public thought, there- 
fore, have been to the fore in the movement of constitutional 
and administrative devolution -within the Commonwealth. 
They have now achieved what they sought, and, although 
they retain their fear of international engagements, to 
which an independent Canada might not have been party, 
they are ready to express their belief in the capacity of the 
British Commonwealth to serve the international purposes 
they hold desr. Canadian nationalism ha-ving once been 
asserted and recognised, its British character may be made 
plain. 

But what of Ireland i Or of South Africa f Ireland, 
we sometimes forget, is a mother country of the Common- 
wealth. There are far more people of Irish descent in the 
new world than in Ireland itseH, and we must consider 
them along with the inhabitants of the green isle when we 
discuss the attitude of Ireland towards the Commonwealth. 
Those Irishmen of the new world, indeed, have furnished 
many of the nationalist and socialist extremists of the 
Dominions, and they supplied Sinn Fein with the sinews 
of war. On the other hand, their acceptance of the Free 
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State has been as decisive as thdr rejection of Union. 
Even in Ireland itself^ where the sores of old wrongs fester 
and corrupt, the strength of sentiment in ,fayour of the 
British connection has yet to be proved inferior to the 
forces that oppose it. The emphasis now laid on the 
purely commercial advantages of the connection is not 
entir^ the fault of the Irish. Although the lingering 
sores niay take long to heal, we are entitled to hope that 
if we lose Ireland it will be only to gain her, just as in 
our relations with the other Dominions we have lost vassals 
to gain partners. One vital fact, which not even the 
extremist leaders of the Free State can burke for ever, is 
that effective membership of the Commonwealth is the 
only possible condition on which the Six Counties may 
conceivably be amicably joined with the South. 

South Africa presents the problem of an alien race, in 
a measure embittered by past conflict with the Britbh 
power. Yet just as in Ireland the acutest strain is not 
between the Free State and the United Kingdom, but 
between one section of the Free State people and another, 
so in South Africa since the Union the sharpest cleavage 
of opinion has been between Afrikander and Afrikander, 
not between the English population and the Boers. Fra- 
ternal disputes of that kind heighten and exaggerate differ- 
ences of opinion ; the nationalist South African, when he 
is expressing his real faith, not just arguing with political 
opponents, may be heard expressing belief in the poten- 
tialities of the British Commonwealth for good. It is not 
the Commonwealth so much as the United Kingdom that 
is the object of his suspicion. The coalition of the parties 
of General Smuts and General Hertzog may well presage 
a new era of community of opinion on this vital issue. 
The difference, after all, between a loyalist and a nationalist 
South African is much less than the difference between a 
flag-waving diehard in England and an anti-imperialist 
Labour leader; yet even were the latter in office the 
loyalty of the people of Great Britain to the British Com- 
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monwealth of Nations would not be generally doubted. 
Whichever way we turn, we find a real faith at least in the 
potential future of the British Commonwealth. One of 
the reports of the Toronto Conference recorded the unani- 
mous “ sense of the value of the Commonwealth, both for 
its own members and for the world as a whole, and of the 
need for the promotion of its influence in world affairs.” 


II. The Commonwealth and the Collective System 

A SEARCH for the appropriate constitutional forms 
and administrative institutions to embody the sense 
of unity within the Commonwealth reveals far less unani- 
mity. Even the general principles accepted by the Imperial 
Conferences of 1926 and 1930 meet with criticism from 
right and left both in the United Kingdom and in the 
Dominions. Those principles, nevertheless, are the con- 
stitutional common denominator of the Commonwealth, 
and as such they were naturally adopted by the Toronto 
Conference as the basis of its work. It was therefore inevit- 
able' that the conclusions of the Conference— or rather 
channels of argument, for the Conference was not in a 
position to reach definite decisions or to express a corporate 
view — should have been conditioned by the assumptions 
implicit in the 1926 and 1930 formulae. The Balfour 
resolutions and the Statute of Westminster were composed 
when the future of the League of Nations seemed far more 
assured than it seems to-day. It was a reasonable assump- 
tion then that international affairs would continue to be 
dominated by the existence of a collective system, growing 
in authority and securing the loyalty of every member 
of the Commonwealth as the first principle of its foreign 
policy. By the time of the Toronto Conference that 
expectation had received more than one rude shock, 
but in spite of a considerable difference of opinion 
among the delegates as to the actual effectiveness of the 
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cdlecdve B/atem, by far the majority could still sincerely 
r^rd support for that system as the first principle of the 
foreign policy of their countries. The resignation of 
Germany, and the conseqo«it injury to the hopes of dis- 
armament, were not present to the minds of the delegates. 
Had the Conference been held a month later the content 
of its deliberations might have been very different. We 
can only guess. The purpose of this article is simply to 
describe what seemed to one observer to be the general 
thread running through the discussions at Toronto, based, 
as they were, on the accepted constitutional doctrine of the 
Commonwealth. 

The Balfour resolutions and the Statute of West- 
minster, by themselves, are patently an inadequate guide 
to the draughtsman of the machinery of Commonwealth 
co-operation. They establish the twin principles of equality 
of status and voluntary co-operation, but they cannot 
establish equality of material position, nor do they provide 
the means or determine the limits of co-operation. They 
do not answer the question, how far and for what purposes 
are the different members of the British Commonwealth 
to act as separate countries, and how far and for what 
purposes as one ; nor to what extent is the action or policy 
of one member to be internationally recognised as involving 
the remainder. They supply principles to which we can 
appeal, not plans we can carry out. Even the formal impli- 
cations of equality they leave unmentioned. They allow 
General Hertzog to insist upon the right of neutrality 
and of secession while everyone not of his opinion turns a 
deaf ear. They wait on the event, yet the event, if it is not 
foreseen and forestalled, may shatter the Commonwealth 
and waft the resolutions and the Statute into the 
historical archives. 

Indeed, as the Toronto Conference made plain, one of 
the most profound elements of Dominion opinion about 
the Commonwealth is distrust of what the event may bring 
forth. From Canada, from South Africa, we hear the 
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frequ^t assertiott, “ We will not commit onnd.'ves in 
advance.” If there is an international crisis, the Dominions 
do not wish to be pledged to go to war, or to refrain from 
war, on anybody’s initiative bnt their own. Especially they 
fear being canght up in Great Britain’s “ European entangle- 
ments.” It does not serve to argue that Europe is far from 
being the only possible source of warlike conflict in the 
world, and that the United Kingdom does not shirk the 
real contingency of her being drawn into war by the 
“ Pacific entanglements ” of the Dominions. Suspicion 
of being pledged to war on account of Great Britain’s 
local, private or European quarrels has been the most 
powerful motive behind the Dominions’ insistence upon 
external as well as internal “ equality of status.” 

The citizens of the Dominions want the Commonwealth 
to continue, but they do not want to be committed by a 
Commonwealth foreign policy. They want to have a foreign 
policy of their own, but they do not want, and could not 
afford, all the paraphernalia of independent sovereign 
States — armies, navies, diplomatic and consular machinery 
throughout the world. They recognise their debt for 
defence to the British navy (with a greater or less measure 
of appreciation according as they live in, say. New Zealand, 
an exposed island, or in Canada, where defence against the 
United States would be impossible and where defence 
against any other Power would depend more on the United 
States than on the United Kingdom) ; but they afe 
extremely suspicious of any plan for a common defence 
policy for the Commonwealth, which they would regard as an 
excessive resignation of their own external independence. 

These paradoxes, concealed by the subtlety of the 1926 
and 1930 formulas, are not insoluble. What the Toronto 
Conference sought, as the clue to their solution, was some 
community of interest independently recognised and 
some community of principle independently upheld among 
the nations of the British Q>mmonwealth. The community 
of interest is easily established. Our dose economic con- 
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nections mth <me another, vital both to the Dominions 
and to ourselves, determine that the interruption of world 
trade would be inimical to xis all. Our interest is 
the freedom of the seas, coupled with the greatest possible 
freedom of world trade, vnthont which the strategic free- 
dom of the seas could be made a mockery. We have, 
besides, another and deeper common interest. We are 
democracies to whom the idea of freedom is sacred, and 
any assault upon it hateful. The enemy that inspired the 
deepest patriotic fervour in the Great War was Macht- 
politih. The cynics, it is true, may say that democracy, 
like tyranny, is only a matter of degree, and that the most 
successful democracies arc the least democratic. Yet 
when the continuity of shading between democracy and 
despotism has been admitted, there remains as sharp a 
difference between the spirit animating the British demo- 
cracies and that animating the Nazi regime as there is 
between blue and red, for all the mauves and purples on 
the palette. It is a difference of principle. For the 
fascist, personal liberty or its reverse is an instrument of 
the State for furthering the purposes of the State ; for the 
democrat (and 99 per cent, of those nurtured in the 
British tradition are democrats at heart, despite our occa- 
sional leanings towards this or that mitigation of repre- 
sentative government), personal liberty is a supreme 
object of the State. Freedom is an end, not an incident. 
Its defence is a vital common interest for all the nations 
of the British Commonwealth. That is not to say that 
we must go to war with any Power which commits an 
assault, however gross, upon the liberties of its own 
subjects within its own territory. The suppression of 
liberty, however, is fostered by international conditions. 
International chaos begets national disorder, the mother’s 
milk of despotism. The dictator can gather prestige by 
rattling his sabre only in a world in which sabre-rattling 
is still a gentlemanly gesture. 

To say that the dual interest of all the nations of the 
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British Commonwealth is the freedom of the seas and the 
freedom of the individual is to say that we have a common 
interest in peace. What we want, however, is not merely 
peace for each one of us, not merely to keep out of war ; 
for we have learnt that, while great nations can keep out 
of little wars, none but little nations can keep out of great 
wars, and then only by reason of a nice balance of interest 
and power between groups of mightier States. Our 
interest is world peace, and for the sake of world peace 
it may well be worth our while to take risks apparently 
unjustified by our immediate interests. 

There was unanimity in the Conference (runs one of its reports) 
that the peoples of the Commonwealth not only desired peace and 
policies tending towards peace, but also wished to give their fullest 
support to the collective system, established since the close of the 
world war for this purpose. 

If the problem of the Commonwealth is presented in 
terms of defensive power, the same answer is given. The 
British navy is an empire navy in that it exists to defend 
all the territory and trade of the whole Commonwealth — 
Australian, Canadian, British Guianan, what you will. 
For disarmament purposes, for instance, the British Empire 
is a unit, nor would it occur to the citizens of the United 
Kingdom or to the representatives of foreign Powers to 
suppose that the British navy would not be at the service 
of any part of the Commonwealth which was attacked 
or otherwise became engaged in war. Yet it is a United 
Kingdom navy in that its administration and control are 
centred exclusively in Whitehall, and in that all but a 
fraction of its maintenance falls upon the British taxpayer. 
The anomaly might lead to grave difficulties, given the 
present status and outlook of the Dominions, were the 
latter to suspect that the British navy existed for any 
purpose but the safeguarding of world peace and the 
defence of the Commonwealth against aggression. In the 
Covenant and the Pact of Paris we have implicitly declared 
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that the British navy will never be used save in a war of 
defence or on behalf of the collective system. Speaking 
to the Canadian Club in Toronto on October 2, Mr. 
Vincent Massey, who had been one of the Canadian 
delegates at the British Commonwealth Relations Con- 
ference, and who well represents the point of view upon 
the Commonwealth that was dominant there, declared that 

The consideration of defence on the old pre-war basis inevitably 
produces divergent views in the Imperial family. An Empire plan 
of defence would threaten the unity of the Commonwealth and would 
defeat its own object, but in efforts towards the maintenance of 
peace under the collective system the British States can find a 
unifying force. 

The argument from constitutional law is equally decisive. 
The interpretation of the Statute of Westminster, the 
Balfour resolutions, Article 9 of the Locarno Treaty 
(which is specially important because it is attested 
by foreign Powers), in relation to the issue of peace and 
war is a moot point among lawyers. Nothing can be laid 
down with assurance save that the position of the Crown is 
not that of the head of a personal union, and that arguments 
from the historical analogy of Hanover are valueless 
Hence, at any rate were it not for the documents men- 
tioned above, a declaration of war by His Majesty, as 
King in any part of the Commonwealth, would have to be 
regarded as a declaration on behalf of every part. It can 
further be acknowledged, however, that in view of those docu- 
ments the question can hardly be left at that point. Cer- 
tainly, public opinion in the Dominions generally accepts 
it as a fact that the Dominion Governments have the 
independent right to decide whether, and to what extent, 
they will actively participate in wars entered into by any 
other part of the Commonwealth, and General Hertzog 
has asserted, not as an aim but as an actuality, the right 
of a Dominion to be neutral in a United Kingdom war. 

Quite apart from the attitude adopted by foreign Powers, 
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and from the cfEect of Dominion public opnioa, no one can 
say with assurance what constitutional formula or prindjde 
of intematitmal law might be applied, were the issue of 
peace and war actually to arise. That might not prove 
to be of serious practical importance at the moment of 
crisis, when motives nearer to the mind of the common 
man would outweigh legal niceties. Nevertheless, these 
are questions which gravely exercise public opinion in the 
Dominions, on whom, in the last resort, the decision would 
fall; and it is therefore fortunate that the collective 
international system suggests an answer. Provided that the 
system remains a reality, and is loyally supported by the 
nations of the Commonwealth, the old conception of a bare 
choice between war and neutrality is unreal and outworn. 

Every single self-governing member of the British 
Commonwealth has independently renounced war as an 
instrument of national policy. Every one of them has 
signed the Covenant of the League of Nations, imposing 
upon its signatories definite duties in the event of any 
outbreak of war. There may be room for different inter- 
pretations of those duties, but it is certain that the Cove- 
nant' lays upon every member of the League obligations 
which, if carried out, would be wholly incompatible with 
neutrality as understood in pre-League days. The Stimson 
interpretation of the Kellogg-Briand Pact would likewise 
rule out the possibility of neutrality (in the pre-League 
sense) for any signatory that adopted it, in the event of “a 
breach of the Pact. Hence, wherever and for whatever 
reason war were to break out in the world, the Dominions 
and the United Kingdom, as loyal signatories of both the 
Covenant and the Pact, would be faced with the same general 
obligations, although to what extent they would contribute 
armed forces or otherwise actively participate would depend 
on their own decision, guided by circumstances. If it were 
duly held that a breach of the Covenant had occurred, no 
Dominion could remain neutral without a breach of its 
international engagements. 
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III. The Future of Foreign Policy 

A ccording to this rationale of the Commonwealth, 
a very vital part is played in the relations between 
its different members by the principle of support for the 
collective system, at present represented by the League 
and the Kellogg Pact. It is worth quoting in full the 
report of the rapporteur of the main Commission of the 
Toronto Conference on this issue : 

There was universal agreement in the Commission that the two 
systems — ^the Commonwealth system and the international system — 
were complementary and in no sense alternative. The discussion did 
not turn on the question of a choice to be made between the two, 
but on the nature and conditions of their interdependence. The 
view of the Commission on this point was perhaps best expressed 
by a Canadian member when he declared that he dissented entirely 
from the trend of thought which suggests that there is something 
antagonistic between the League of Nations and the British Common- 
wealth. “ I believe,” he continued, “ that the collective system 
offers the best guarantee for the permanence of the British Common- 
wealth and for the maintenance of world peace” 

The influence of all the members of the British Common- 
wealth together, whether exerted in the councils of the 
League or elsewhere, is far greater than the aggregate 
influence of each of them acting separately on the strength 
of its own size, power and prestige. Hence, as long 
as the Commonwealth remains a loyal supporter of the 
principles of the collective system, the latter profits by 
its existence, while at the same time the system and its 
principles provide an acceptable warp for the fabric of 
Commonwealth foreign policy, into which the several 
British nations can weave the varied pattern of their 
choosing. 

The attitude of the different Dominions towards the 
League naturally varies according to their geographical 
position and political and racial history. Dominion opinion 
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18 generall}^ opposed to the idea of military sanctions. No 
Dominion is much interested in the League as schoolmaster 
in Europe, and all regret its incapacity, through the absence 
of the United States and Russia, and now the defection of 
Japan, to act or speak with authority outside Europe. 
Whereas Australia, New Zealand, and also India, regard the 
League as of quite subordinate importance in relation to 
their own defence, the other Dominions are inclined to 
place more faith in it, not as a direct military guarantee 
but rather as an index to world opinion, which would 
inevitably swing the Powers against the aggressor. The 
better informed public of every Dominion, however, recog- 
nises that the contingency of war through a direct quarrel 
between the Dominion and a foreign country is far more 
remote than the possibility of engagement in some world 
war, arising originally from a quarrel between two foreign 
Powers in Europe, in the north Pacific, or elsewhere. It 
is in the prevention, or at least localisation, of such out- 
breaks that Dominion opinion perceives the chief task 
of the League, and it is on that account that the Dominions, 
like ourselves, sincerely believe in the collective system as 
the 'first principle of their foreign policy. 

That principle is not, however, easily elaborated into a 
definite corpus of foreign policy. The first and most 
important difficulty is that the collective system as it 
exists at present is neither universal in membership nor 
definitive in form. The United States and Russia have 
never been members of the League, and now Japan and 
Germany have resigned. In our relations with these 
Powers, at least, we must supplement the machinery of 
the League, and we might even have to choose, in certain 
circumstances, between loyalty to the League and the need 
for preserving good relations with absent Powers. The 
possibility of such a predicament particularly exercises the 
Canadian mind, since the maintenance of amicable relations 
between Canada and the United States must always stand 
in the forefront of Canadian foreign policy. The signature 
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of the Pact of Paris, renouacing the instniment of war on 
behalf of the absentees as well as the members of the League 
of Nations, was therefore an event of inestimablejvalue 
for the British Commonwealth. If the United States 
continues to adhere to the doctrine laid down by Mr. 
Stimson in interpretation of the Pact, then the United 
States may be regarded as a member, in principle, of the 
collective system, even though she does not formally 
accept its obligations or participate in its machinery. 
The modification of the Covenant in such a way as to make 
it conformable to American public opinion and official policy 
would be to add strength, not weakness, to the League. 
That the United States will not adhere to sanction clauses 
in their present form is certain, but it is equally sure that 
she will grow in realisation of her world responsibilities 
and will extend her co-operation with other Powers in the 
support of a collective system. 

In the meantime, since it is clear that conflict between 
ourselves and the United States would bring disaster upon 
the world as well as splitting the Commonwealth from end to 
end, the maintenance of friendly relations with the United 
States must be ranked vrith support for the collective system 
as a cardinal principle of British Commonwealth foreign 
policy. It is the most logical and most important extension 
of the first principle of British Commonwealth relations that 
war between the member-nations is unthinkable. 

It is a further grave difficulty in applying the principle 
of support for the collective system that the League of 
Nations is weak and partly discredited. The Toronto 
Conference, it must again be recalled, was held before 
Germany had resigned, an event which might possibly 
have modified the views there expressed. Be that as it 
may, in the sub-commission of the Conference which dealt 
in detail with the relations between the Commonwealth 
and the collective system. 

The opinion was unan'mously expressed that where failure 
had occurred it was not due to defects in the machinery, but to two 
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main causes. These were, iiist, the non-membership of certain 
great Powers, and secondlj, the failnre of members of the League 
and parties to the Kellogg Pact to face the full implications ci the 
Covenant and the Fact, and to give effect, in circumstances involving 
risl; to their individual interests, to obligations voluntarily assumed. 

It was agreed that a firm determination of the British nations to 
enforce the collective system would greatly strengthen the system, 
and that the risk invdved would not be greater than the risb 
necessarily incident to the breakdown of League machinery through 
lack of the support without which it cannot function. 

The principle of the pursuance of peace by way of the 
collective system fails, indeed, to mdicate precise policies ; 
but that does not hinder its service as a co-ordinating factor 
in British Commonwealth relations. Policies are the 
product of circumstances, to which principles are applied. 
It is possible that differences of judgment as to the nature 
or value of the facts might cause different nations to develop 
divergent policies even though they respected the same 
principles. For instance, Canada and the United Kingdom 
might have different views as to the place of some particular 
weapon, say aerial bombing, in a disarmament programme. 
Such a possibility of variety may be counted an advantage 
rather than a handicap, since differences of opinion, which 
among enemies might mean the gradual ferment of a 
quarrel, often serve among friends to elucidate the truth. 

Nevertheless, the fact that a common principle is the 
only existing basis for the co-operation of the nations of the 
British Commonwealth in the field of foreign policy limits 
the extent and character of that co-operation It is neither 
desirable nor possible that they should have on every 
issue a common policy. That conclusion is implicit in 
their separate membership of the League of Nations. The 
principle itself sets upper and lower bounds to the co- 
operation required. We, the nations of the Common- 
wealth, ought to substitute our joint weight for the lesser 
sum of our individual weights in support of the collective 
system and the maintenance of world peace. To that end, 
we should take pains to know each other’s minds, and to 
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avoid unneceasary conflicts of policy such as would neutral- 
ise our combined force. On tKe other hand, it would be an 
injury to the collective system if, for the sakft of a narrower 
loyalty, any individuality of view were suppressed. Any 
member of the Commonwealth, even though in a minority 
of one, may be able to contribute the whole or a portion 
of the truth. Further, any member may have special 
regional interests which do not affect the others. What is 
essential is that in everything its action and policy should 
conform to the principles and forms of the collective system. 
The only other safeguard is that, in order to avoid the chance 
of subsequent misunderstanding, every other member, 
however remotely concerned, should be kept ftiUy informed. 


IV. The Machinery of Co-operation 

J UST as the common principle does not indicate precise 
policies, it equally fails to point out the exact form of 
machinery required for the purposes of co-operation. 
Again, however, there are upper and lower limits. Tl^e 
discussions at Toronto made it clear that, if the delegates 
were at all representative of their countries, the upper 
limit must be the avoidance of any centralised foreign office, 
bureau or secretariat for external affairs. Any plan 
which even savoured of determining a common policy, 
to which the Dominions would be as much as morally 
committed, would be instantly rejected by important in- 
fluences in the Dominions. The lower limit, on the other 
hand, is set by the absolute necessity of complete inter- 
change of information on foreign affairs. Common action, 
even consultation, is impossible or dangerous unless it 
succeeds a course of constant and immediate communica- 
tion of information. 

Within these limits, the machinery of Commonwealth 
foreign relations seemed to the Conference to need develop- 
ment in two directions — ^towards better means of co- 
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operation among the members of the Commonwealth, and 
towards the fitting of those members for the responsibilities 
that they have assumed by attaining the status of inde- 
pendence in external policy. The second line of advance 
is every bit as important and urgent as the first. The 
High Commissioner of a Dominion in London, for instance, 
is not merely a channel of communication between the 
Dominion and the United Kingdom, but he has also 
frequently to represent his Dominion at Geneva or upon 
other international occasions. That he should be a person 
of such character, status and training as would fit him for 
the discharge of semi-diplomatic international duties is 
just as essential for the latter purpose as for the former. 
Again, the despatch of information on foreign affairs by the 
government of the United Kingdom to those of the 
Dominions is waste of time unless the Dominions have 
Ministers and departments prepared to deal with the in- 
formation as it deserves. One of the most important 
suggestions in this field made at the Toronto Conference 
was that a Dominion Minister of External Affairs should 
not hold any other portfolio, in order that he might be 
free to spend a considerable part of his time abroad, as the 
British Foreign Secretary properly does, and especially to 
lead the Dominion’s delegation to the Council or Assembly 
at Geneva. 

No elaborate new machinery is required, but rather a 
fuller and better use of existing machinery. Again, that 
involves questions of personnel and training more than 
questions of administrative reorganisation. The first 
essential, whether it is in our own representation in the 
Dominions or in theirs in the United Kingdom, or abroad, 
is that there should be the right men with the right training, 
from junior secretary to High Commissioner. An adequate 
supply of High Commissioners, Ministers plenipotentiary, 
and other exalted representatives of the Dominions, of the 
requisite ability and training, can only be assured if there is a 
regular channel of preparation and promotion, if, that is to 
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s«f, a pong man can make a careo- in the external affairs 
of lus Dominion, mth the ambition of ultimate^ becoming 
one its representatives in foreign or Dominion capitals or 
in the Mother Country. Now the Dominions cannot afford 
and do not need foreign offices, departments of oreneas 
trade, and so forth, on anything like the scale of those 
maintained by the United Kingdom. That is all the more 
reason why the resources of the United Kingdom, in 
experience and in variety of external contacts, should be 
fully available to the Dominions and should be fully ex- 
ploited by them. This has a particular significance in the 
realm of colonial administration, in which the interest of 
the Dominions has been vastly increased by the mandatory 
system. 

Interchange of personnel, among the offices of the 
United Kingdom and of the Dominions concerned with 
external affairs, is one method which obviously deserves 
further trial. It raises, however, another vital issue for the 
Dominions, whose civil servants frequently possess a' status, 
education and emoluments inferior to those of the Admin- 
istrative Division of the British service. In Australia and 
New Zealand, for instance, if a permanent civil servant is 
possessed of a university degree, it Is usually because he has 
acquired one by extra-mural study while already a full-time 
member of the civil service. There is no need to elaborate 
the problem which is thus raised for the Dominions by 
their assumption of fresh responsibilities. 

Comparison, however, with the services of the United 
Kingdom brings to mind another important point. The 
importance and international status of the United Kingdom 
have required her to be fully represented, commercially 
and politically, in every country of the world. Our diplo- 
matic, consular, and overseas trade services extend wherever 
British interests are lodged. The Dominions, faced with 
no such necessity, have been content, for the most part, to 
make use of British services for their own representation 
abroad. Even in border cities of the United States, for 
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iaatunce^ it i* to th* 3riti»li cowwlar 9 ^er, -not to »af 
represeatative of his own Dominion, that the Canadian 
citizen in diatreas must apply. The iaane raiaed by the 
Dominions’ assumption of external independence and 
equality has sometimes been presented as a choice betweoi 
the creation of complete consular and other external ser- 
vices by the Dominions, on the one hand, and on the other 
the establishment of joint British Commonwealth services, 
towards the finances and control of which every Dominion, 
as well as the United Kingdom, would contribute. If, 
indeed, our mutual relations were those of foreign Powers, 
there would be no other reasonable alternative— hut we 
are a British Commonwealth, united by more than con- 
stitutional formulae and administrative arrangements. The 
United Kingdom is the metropolis of the Commonwealth 
as well as the equal colleague of the Dominions. If her 
overseas services, which she maintains for what she con- 
ceives to be her own and imperial purposes, can be of 
service to the self-governing Dominions, she is gratified 
and demands no recompense. The initiative for a change 
is entirely with the Dominions. It is significant that when 
this point was raised at Toronto, a very vridespread opinion 
was expressed by certain members of all the Dominion 
groups that some payment should be made in recognition 
of services rendered ; but that the United Kingdom group 
replied “ that there was no shadow of criticism of the 
Dominions in the United Kingdom for not contributhig, 
and that contributions, other than fees for special services, 
might even lead to demand for an embarrassing share 
of the service.” These apprehensions will, perhaps, not 
be universally shared. In certain instances (such as that 
already mentioned), where the major part of the British 
representative’s work is on behalf of Dominion citizens, a 
desirable solution may be the reversing of the rdles of the 
Dominions and the United Kingdom, the latter gratefully 
accepting the services of the Dominion emissary. 

The problem of defence is in some respects similar. 
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Jast as die Dominions have properly established their own 
representatives in countries vrith which the^ have special 
economic or political ties, so each Dominion undertakes 
the measures it thinks necessary for its own local defence. 
Th< United kingdom, meanwhile, accepts the responsi- 
bility, in peace time, for the defence of the Commonwealth 
as a whole, maintaining a navy which is ready to defend 
any Dominion becoming involved in military conflict. 
The extension of direct or financial contributions by the 
Dominions towards the naval defence of the whole Com- 
monwealth is recognised at present as a matter for their 
decision. The breakdown of the collective system, if it 
were to occur, might compel them as well as ourselves to 
review their whole defensive problem. For the moment, 
at least, our hopes lie rather in the opposite direction, 
namely, that the progress of international disarmament 
may diminish the load of imperial defence upon the 
shoulders of our peoples, and remove that problem into 
the outer fringes of Commonwealth affairs. 

The further, therefore, that we pursue the implications 
of the 1926 and 1930 resolutions in the field of Common- 
wealth co-operation, the plainer become the hypotheses 
that their authors consciously or unconsciously assumed. 
They were evolved against the background of a world in 
which the collective system played the leading r 61 e in 
international affairs, and seemed likely to grow in strength 
as the years passed ; in which disarmament by international 
agreement was an object of expectant faith rather than 
barely legitimate hope. Could they survive as the con- 
stitutional foundation of the Commonwealth in a world 
without a collective system, and in which international 
disarmament had been indefinitely postponed ? That was 
a question to which the Toronto Conference offered no 
direct answer. 
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THE PROBLEM OF SOUTH-EAST 
EUROPE 


V IENNA and tke neighbouring regions have recently 
celebrated the 2S0th anniversaiy of their release from 
the Turks. It was a glorious victory, which was to bring 
peace and ease to the peoples along the Danube and eternal 
glory to the Hapsburgs. Yet to-day the Hapsburgs are 
deposed, and the peoples of their old empire distracted. 
And so from all sides, from within and from without, 
remedies are being urged with the object of restoring 
normal life to the Danubian region— urged with all the 
anxiety of doctors with a case which is not only grave in 
itself but also carries with it a danger of epidemic disease. 

In all this there is a twofold paradox. The first is that 
such distress should afflict a part of Europe which formerly 
constituted one of the oldest and proudest of modern 
empires ; and, second, it is still more paradoxical that 
all these plans for recovery should be intended for the 
very region which was the most thoroughly reorganised 
of all only fourteen years ago at the peace settlement. 
This is hardly a flattering reflection on that settlement. 
Yet it is not enough merely to throw stones at the peace 
treaties. If the attempt at a settlement which those 
treaties represent lias bwn unhappy, it is largely because 
the problem is so unwieldy. But in saying this we have 
no more desire to supply an apologia for the peace settle- 
ment than we have to launch an attack upon it. The proof 
that the difficulties are for the most part inherent in the 
nature of the problem is that the would-be reformers, 
whether friends or critics of the present arrangement, have 
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so far been unable to suggest any plan for reviving the life 
of Danubian Europe which would not again do more or less 
violence to its economic fabric or to the national sentiment 
of one or other of its parts. 

The problem which statesmen have to face in the 
region in question is, in fact, two hundred and fifty years old. 
One may say, in a general way and from a political point of 
view, that wliile modern European history is the story of the 
creation of national States, the story of the Danubian 
basin is essentially a chronicle of the failure of that process 
in a particular region. The Hapsburgs successfully re- 
moved the first obstacle to national consolidation by 
checking the advance of the Turks, but after that achieve- 
ment they failed in their next — ^the real — task. They never 
succeeded in welding the various territories and peoples 
whom they ruled into a political community. The war effort 
of the Allies was successful in that it broke the shackles 
that bound so many Danubian nations unfairly together, 
but the peace settlement failed to provide a new basis 
which would permit those nations to live peaceably side 
by side. And now the Nazi revolution has once more 
brought the problem to an acute stage, and, as on former 
occasions, with the crisis it has brought an opportunity. 

There is a crisis because national differences and an- 
tagonisms are being violently inflamed, largely by the 
action of racial and religious elements which, generally 
speaking, had lain dormant ever sin.ee the retreat of the 
old Turkish empire, but have now been stirred into life 
again. At the same time, as a result of the all-round 
aggressiveness of the Nazi policy, the neighbouring 
peoples are facing their common problems anew in the 
cold light of reason, and the old susceptibilities, reservations 
and unadjustable ambitions are, to a large extent, giving 
way to a sense of reality. Above all, Nazi policy has thrown 
Austria back upon her neighbours, and she will now have 
to be included in any healthy Danubian system both for 
economic reasons and as a way of reducing the restlessness 
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of the important German minorities in Czechoslovakia, 
Transylvania and the Vojvodina.* 

Thus it comes about that after the failure of the Hapsburgs 
to solve the Danubian problem imperially, and the failure 
of the peace treaties to settle it on a national basis, the 
present political situation has brought a third opportunity 
of settling it on rational lines before it again starts festering 
and once more calls for the surgery of conflict. 


I. The Danube Corridor 

AT a juncture such as this, it may be useful, even in a 
1*. short article, to take stock of what may be called the 
bricb and mortar of the Danubian problem, so as to see 
what one could make of them. A problem which has 
so obstinately refused to shape itself into something fairly 
workable in the general process of the political development 
of Europe must obviously present exceptional difficulties 
in its very materials. Who could fail to be struck, for 
instance, by the unparalleled mixture of races in the 
Danubian basin? V^t chance was there of peaceful 
building with such materials in this era of nationalism ? 
Why, in the face of such obvious difficulties, did the rulers 
of that region not devote all their skill and energy to putting 
their own countries in order, instead of being drawn away, 
as it were, by some diabolical mirage into schemes which 
have only made the national issues still more complex and 
disruptive ? 

However much their conduct may be put down to swollen 
ambitions and wrong policies — ^and the history of both the 
Austrian and the Ottoman empires is full of errors of this 
kind — no picture which failed to take into account the 
fateful part played in this matter by geography could be 
either fair or complete. If State-building has been made 
difficult by the mixture of peoples, that mixture was itself 

* The Voj\odin» is the Yugoslav part of the Banat. 
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in the fint iiUtance the product of geography. Take a 
map of Europe* and hold it at arm’s length, so as to be able 
to take in the main features of the southern half of the 
continent, and you will at once become aware that the 
Danube, with its valleys, forms a mighty corridor from 
east to west ; and not only from the east to the west of 
Europe, but also from the eastern to the western continent. 
This becomes clearer still if one disregards the river’s break 
through the Carpathians at the Iron Gates and follows 
with one’s eye what would otherwise have been its obvious 
course. After striking the obstacle of the mountains, the 
Danube would normaUy have skirted the Balkan range, and 
flowed down the valley that is now followed by the great 
transcontinental railway to Constantinople, As it was, 
neither the lands of the Hapsburg empire, nor the European 
possessions of the Sultans, formed compact regions con- 
venient for the shelter of a large unitary State. Both were 
instead strung along the corridor, which has provided a 
passage for innumerable invasions and migrations, both 
eastwards and westwards, each movement leaving straggling 
remnants here and there in its wake. 

This result of historical evolution has been aggravated 
by the policy of a number of rulers, whose difficulties or 
weaknesses have induced them to try to apply to the national 
problem the Pasteurian method of fighting disease with its 
own virus. They broke up the cohesion of national groups 
by planting among them minorities of a different race, thus 
making the confusion of populations worse confounded. 
The Saxon colonies in Transylvania and the Banat, the 
Szekler colonies along the former Austro-Hungarian border, 
and all the Turkish settlements in the Balkan peninsula, 
are cases in point ; not to mention the strange way in which, 
in Bessarabia and Dobrudja, one comes upon French, 
German and Swiss villages which retain not only their own 
language, but even the dialects of the places from which 
they originally came. It is not without importance for 

* A map wifl be found on pages 66.67. 
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the preaent utiution and for out thesis that the post-war 
gOTernments ahoald have continued to meet a similar 
problem with similar methods. Yugoslavia, for instance, 
has made use of agrarian reform to plant extensive Serlnan 
colonies in the Vojvodina and Macedonia, and, with a still 
pettier purpose, even among her ovm Catholic Croats. 
Rumania has let herself in for endless trouble with the 
Vlach colonists, who were induced to abandon thrir ancient 
homes in the Epirus and settled on land taken from its 
Bulgarian and Turkish inhabitants, so as to “ nationalise 
southern Dobrudja. History and politics together have 
thus produced the extraordinary motley of nationalities 
that one finds in Macedonia and the Banat, in southern 
Bessarabia and in the Dobrudja, to name only the best 
examples. One finds in these districts several nationalities, 
not only inhabiting different villages side by side, but often 
three or even four of them, with as many different lan- 
guages and nearly as many different religions, sharing 
one and the same village. Everybody acquainted with 
these conditions knows that the principle of national self- 
determination could never lead to an honest political 
settlement in the Danubian region. 

We may then retain this as our first conclusion. But the 
same conditions were responsible in the main for another 
political feature in this region, one that has been repeatedly 
laid to the charge of the vacillations of the Hapsburg 
temperament. Yet it does not seem unreasonable ~ to 
suppose that the apparent inability of the Hapsburg rulers 
to choose between a western and an eastern policy, to limit 
their ambitions either to domination in the Germanic west 
or to expansion towards the east, was really also the result 
of geography. An empire with an axis formed of such a 
mighty corridor, important in itself, and indispensable to 
others, is as powerless to escape the pressure of the different 
interests concerned as it is to avoid the influx of peoples at 
either end. If Austrian policy was drawn towards one end 
by the ties of blood, it was at the other, so to speaks carried 
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amvf by tbt flood fif the DA&abe. The Turkish empire 
was in i simiiar position, astride the continuation of the 
same corridor towards the Middle East, and it suffered in 
consequence from a corresponding weakness in its policy. 
When the westward pressure of the Turb weakened, it Was 
followed by the eastward pressure of the Slars and the 
Germans. There is no State in that region which has been 
immune from similar impulses. Again, it is important to 
note that the new States in the Danubian region have all 
of them inherited tlus particular weakness as part of the 
Austrian succession. Yugoslavia is as deeply affected by 
central European as she is by Balkan issues, and she cannot 
weigh the scales in favour of other without entailing some 
damage to the basis of her empire. When the predominant 
Serbian influence in her councils decided upon a Balkan policy, 
directed towards Macedonia and Salonika, and renounced 
the Adriatic ports, she took a step which, in a sense, severed 
the interests of Croatia and Slovenia from those of Belgrade. 
Nor is Rumania always able to reconcile the interests which 
draw her eastwards through Bessarabia with those which 
chain her painfully, through Transylvania, to the fortunes 
of central Europe. The most sober-minded of statesmen 
in any of these countries, looking either east or west, would 
be hard put to it to declare “ Here, at this point, the 
interests of my country stop.” 

It follows that no rigid political dividing line can be 
drawn in this region without doing .an injustice to the 
needs of some country or other, or intercepting some line 
of general intercourse, thereby creating resentment and 
opposition. An arrogant federation would be as irksome 
as a “ barbed wire ” fence, a partial league as irritating as a 
closed “ totalitarian ” empire. There is a lesson to be 
learnt from all the failures to set up a Balkan league, or even 
an alliance. In the Danubian basin, as in the Balbns, 
every one of its peoples has, so to speak, a stake in some 
dispute or other with all the others, and the compounding 
of one issue is promptly taken to mean that the two parties 
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want a free hand, or want to jc«n hands, so as to enable 
them to deal more fordbly with the questicms that divide 
them from some third part7. The conditions are altogether 
peculiar in this part of Ear<^. Any separate agreement, 
useful and innocent tbo n g h it may be in itself, seems 
destined always to be countered by some less useful and 
innocent arrangement between parties which have no part 
in it. A separate agreement is, at ail events, sure to rouse 
in them deep suspicion ; and dther result is bound in the 
end to defeat the purpose of the partial effort. And so we 
cannot avoid the conclusion that, just as the mixture of 
races precludes any practicable settlement on the basis of 
rigid national units, so the mixture of interests condemns 
in advance any settlement dependent on the existence of 
particular and exclusive political or economic groups. 


II. Schemes for Association 

H ere we have a simple and natural explanation why the 
numerous post-war schemes for some kind of Danubian 
association have, one and all, come to naught. Whatever 
their source and form, they have all had this in common : 
every one of them was devised to further the aims or to 
allay the fears of one or other Power or group of Powers. 
None could be said to have been conceived simply and 
solely, without any arrihe fensie, to help the peoples of 
this region to live and work together again. One can assert 
this confidently without allowing for any exception. The 
plan for an Austro-Bavarian union, in the early days after 
the war, was born in France — like other separatist schemes 
— ^with the idea of reducing the power of Germany, and 
at the same time of re-creating an important Catholic 
Power in central Europe. The idea of an Austro-Hungarian 
union was mooted by monarchist elements in France and 
elsewhere, in sympathy with the exiled Hapsburgs. It was 
also at times favoured by luly as a check to the Little 
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Entente and French influence ; in the same (jnaiters, too, 
there has been some play with the still more problematical 
notkm of bringing about some working union between 
Austria, Hungary and Bulgaria — the three wctims of the 
peace settlement. Before the fascist revolution Italian 
statesmen tried to compass a close political and economic 
nnion between Italy, Austria, Hungary, Rumania and 
Poland which, besides sundry minor advantages, vrould have 
formed a solid barrier between the northern and southern 
Slavs. Quite recently some Hungarian magnates, acting 
no doubt with Italy’s blessing, tested the possibility of 
effecting a Rumanian-Hungarian union ; but the private 
interview between King Carol and Count Bethlen proved 
of no avail. Nor can it be said that the more extensive 
schemes for Danubian federation have been prompted by 
less narrow motives. Some of them have been made public, 
others remained stillborn, but there have, in any case, 
been too many of them to permit of their being mentioned 
here. The validity of our historical conclusions, however, 
can be tested by a study of the only group that has actually 
come into being — ^the Little Entente. 

The intention of its originator, the late M. Take lonescu, 
was that the group should include Poland and Greece, but 
these two countries held back, and their attitude is a good 
illustration of one of our points. Both countries had 
interests of a kind in the Danubian region, and they had a 
great interest in protecting the new peace settlement, but 
they were as little anxious to involve themselves too closely 
in central European issues as the other prospective partners 
were to assume any obligations in respect of the problems 
which were p-essing upon Greece and Poland from the east. 
Indeed, the Russian issue, which for the border countries 
towers above all others, was specifically excluded from the 
purview of the Little Entente, for even the three countries 
which joined it could not otherwise have worked together 
in central Europe, had th^ tried to come to an agreement 
about eastern Europe. Limited geographically, the Entente 
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vm thus also restricted in scope. It ku, indeedf beat 
Htde more than a negative alliance for defence. It mtg^ 
have taken np the unfulfilled mission of the Hapsburg 
empire, but it has been content merely to take np itt 
weapons. Is, then, the Little Entente a more promising 
association in the new form that it has recently adopted 1 
Though the story of its sadden blossoming into something 
like a federation for diplomatic purposes has not yet been 
made public, it is certain that the event came as a surprise 
and it evoked little enthusiasm. It was, in fact, only an 
anticipatory defensive move to counter Signor Mussolini’s 
Four Power Pact. The Foreign Ministers of the Little 
Entente were in conclave at Sinaia when M. Benes — 
who, with the aid of his war experience, has built up a 
secret service which has its ear nearer to the ground than 
that of any other country — got word of what was brewing 
in Rome and without ^Ificulty persuaded his colleagues 
that they could preserve the Entente’s influence only by 
transforming it, so to speak, into a fifth Great Power. It was 
not to be expected that the change would prove attractive to 
Hungarian and Bulgarian eyes. To them, in the words of 
the Sofiote Slovo, it appeared, not as an effort to consoli- 
date peace, but as a reaction against the revisionist move- 
ment.” 

Having entered upon this more ambitious road, the 
leaders of the Little Entente apparently felt bound to 
consider also the establishment of closer economic co- 
operation, so as to give substance to the claim that the new 
compact was destined to be permanent and constructive. 
Elaborate discussions, assisted by experts, committees and 
memoranda, took place at Prague in the early summer, and in 
October M. Benes, at Siiuia, put forward a programme 
consisting of fourteen points which is to be elaborated into 
as many conventions. The whole is to constitute a five 
year plan, which is to begin with the co-ordination of 
commumcations by land and in the air, and an as yet 
undefined co-operation of the three central banks, but is in- 
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tffldkd to idcT^p during the five jrears into something like 
an eewomic union. In the meantime Yugoslav breeders 
t-quBplyia that Czechoslovak tariffs have disorganised the 
ezport of pigs (another significant reminder of the old 
quarrds with Austria), causbg them in a short time a 
of >5 million dinars ; but the Czechoslovak agrarians 
are unwilling to make concessions. On the other hand, the 
Rumanian Union of Metallurgical Industries has issued a 
number of statistical studies to show that at present one 
half of Rumania’s needs are satisfied by her ovra metal- 
lurgical industry, which would be ruined if the door were 
opened to Czechoslovak imports. These studies deal also 
with the general commercial relations between the coun- 
tries of the Little Entente, and their conclusion is that an 
economic union between them is impracticable. Czecho- 
slovakia cannot absorb the whole agricultural surplus of the 
two other partners, and the latter cannot make use of all the 
manufactures that Czechoslovakia has for export. So far, 
indeed, the only visible result has been the creation of an 
economic secretariat, consisting of three national branches ; 
and sober opinion in the three countries already fears thkt 
the search for economic unity may prove rather a pitfall 
for the existing political union. 

This may seem a somewhat unfavourable judgment to 
pass on the Little Entente, and it is only fair to allow that 
there were mitigating circumstances. Like most associa- 
tions, the Entente has made the lowest common denomina- 
tor the basis of its work. A more far-sighted attitude was 
not altogether lacking in its councils, and the Prague 
leaders have often chafed under the strain put upon their 
principles and their outlook by the conduct of their allies 
in Belgrade and Bucharest. Broadly speaking, the latter 
have shown little sense of the responsibilities placed upon 
their countries by their new position as States with a 
largely increased territory and a mixed population. They 
have tried to rule a complex system of extensive and varie- 
gated provinces as they might have ruled a tribal village. 
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But here again another factor has to be talnn into 
account, cme that has pbyed, and still plays, a ureighty, 
if rarely a udse, part in the politics of the Danubian r^<m 
— ^namely, the intrusion of the Great Powers. Tliey have 
neither known how to solve the problem themsdves, 
though they had their opportunity at the peace settlement, 
nor hire they left those immediately concerned to solve it 
themselves as best they might. Innumerable instances 
could be mentioned to prove this, but they are mostly 
already within the knowledge of the public. For instance, 
the “ barbed wire ” policy imposed by far-off western 
politicians upon the States bordering on Russia favoured, 
almost inevitably, a veiy conservative and semi-military 
type of government in those countries; and governments of 
that kind are the least capable of solving the national and 
social problems of the post-war years. Their policy has, on 
the whole, been centralist and authoritarian to a degree 
— they have treated their own new provinces almost like 
enemy territory. These are strong words, but how else 
could one describe the policy, to give one conspicuous 
example, which has for ten years kept Bessarabia under 
martial law, and thereby more thoroughly prepared the 
ground for radical discontent than the whole machinery of 
Soviet propaganda could have done in half a century ? Yet 
when some ten years ago Rumania had a chance of coming 
to an agreement with the Soviets, M. Poincare, we are 
informed on good authority, sent General Berthelof to 
Bucharest with the stern message that a settlement with 
Russia would mean the end of all support from France. 

At this point we touch a very important aspect of our 
problem. It is sometimes said that central Europe has 
been “ balkanised.” Yes, but only in the sense that it has 
become the diplomatic playground of the Great Powers, 
in the same way as the Balkans have been for a century and 
more. What a curious distortion of history it is to repre- 
sent the Balkans as the mainspring of European conflict! 
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The Balkan trouble has seldom amounted to more than a 
rash, caused by periods of high fever in general European 
politics. The simple truth is that it was the Powers who 
first delayed the emancipation of the Balkan peoples, and 
who, when that could no longer be prevented, intervened 
arbitrarily at every stage and, for reasons of their own, 
stultified the tolerable arrangements which the Balkan 
peoples were ready to conclude among themselves. The 
Balkan problem was never as great a danger to Europe as 
the European problem has been to the Balkans. And just 
as formerly the Balkans were the common ground where 
Austrian and Russian quarrels met, so since the war 
Italian and French ambitions have clashed on the Danube. 
Instead of telling these young States “ You must settle 
things among yourselves,” the Powers have usually told 
them “ You must not settle them without our consent.” 
And that consent was usually given less as a blessing than 
as a bargain. The political situation at the moment of 
writing offers a telling corroboration of this argument. 
While, in the west, the political relations of the Powers have 
deteriorated into a state of latent conflict, the Balkans ^re 
at this very moment the scene of the most promising pacific 
activities. On August 51 last, the Greek Chamber adopted 
a resolution instructing its President to take steps to speed 
up the work of the semi-official Balkan Conferences which 
lately have met every year to discuss ways and means for 
economic and cultural co-operation. In consequence, the 
President of the Greek Chamber has addressed formal but 
cordial letters to the heads of the other Balkan Govern- 
ments and to the Presidents of their Chambers, invoking 
their aid so that the measures on which the Balkan Con- 
ferences were agreed might be put into effect with greater 
expedition. 

But the work of the Balkan Conferences, excellent as it has 
been as a means of preparing the ground, has now been put 
into the shade by the formal activities recently initiated by 
Turkey. Under the inspiration of her Minister for Foreign 
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Affairs, Tewfik Rushdi Bey, she b^n by settling in a 
comprdienuve and liberal manner all the issues that' 
divided her from her old enemy, Greece. The pact sign^ 
at Angora in August goes mudi beyond anything achieved 
so far by the Little Entente Sates among themselves, not 
only in removing differences but also in providing for 
effective co-operation. It was hailed by the Greek semi- 
official press as a pact of union between the two countries ; 
and it would seem that inffuential quarters at Angora, in 
close touch with the Ghazi, actually aspire to a dualist 
Turko-Greek State, with Angora and Athens as the local 
capitals and Constantinople as the common capital, with a 
joint system of defence and other common services — ^in 
short, something like the old Austro-Hungarian dualism but 
with a more liberal spirit and purpose. It is interesting to 
note that, having come to an agreement withhis most difficult 
neighbour, before suspicion could even raise its head, 
Rushdi Bey at once took steps to extend his policy to the 
whole region and to encourage a settlement of the various 
issues which divide the other Balkan States. As a result, 
south-eastern Europe has witnessed in the last few weeb 
the most extraordinary round of visits, ministerial and 
royal. The Prime Ministers and Foreign Ministers of each 
country have visited every other ; the Yugoslav and Bul- 
garian kings have met, for the first time since the war, in 
the station at Belgrade and later at Euxinograd ; King 
Alexander went to Sinaia, and then to Constantinople as the 
Ghazi’s guest ; and now King Carol and King Boris have 
met on the Danube. Even the peripatetic M. Titulescu sud- 
denly discovered the East and made a pilgrimage to Angora. 
In fact he went there as the spokesman of the Little 
Entente to give its support to a general entente between 
Rumania, Yugoslavia, Bulgaria, Greece, Turkey and Soviet 
Russia, who have many common interests in the Black Sea 
and the ^gean ; and to urge the general extension of the 
Graeco-Turkish pact to the other south-eastern countries, 
on the basis of the formula defining aggression which is the 
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core of the pacts signed in London between Russia and the 
border States. 

It is an extraordinaiy phenomenon, this emergence 
of the old bully, of the Balkans, the former “ sick man of 
Europe,” as the healer of south-eastern Europe ! It shows 
that the leopard can change his spots. It shows still more 
that even a small State can wield a strong and beneficent 
influence when it is known to have renounced selfish 
ambitions, when it takes the lead by the natural right of 
goodwill and ability rather than by a display of armed 
strength. It shows, above all, that the much defamed 
Balkans can set an example in political conduct when the 
distracting interference of the Powers is absent. And 
so we discover another essential postulate for the recovery 
of Danubian Europe : if the problem is to be handled with 
a chance of a lasting settlement it must be considered 
without any regard- for the balance sheets of outside 
Powers. Nobody would deny that the Powers have legitimate 
interests of their own and a right to defend them ; but 
even for them, and from any point of view, there is no 
more real interest than the pacification of the whole region. 
That will not be achieved if the immense local complexities 
arc confused still more by the cross-currents of extraneous 
claims and ambitions. 


III. The Effects of the Nazi Revolution 

O F all such intrusions since the war, none has been 
so violent and disturbing, because so incalculable 
in its aims and actions, as the Nazi revolution. All the 
three conditions which we have suggested as indispensable 
for the revival of Danubian Europe have been deeply, 
and for the most part adversely, affected. The revolution 
has hardened the lines of national division and the temper 
of politics throughout central and eastern Europe. First 
of all, it has naturally stiffened the attitude of the Germanic 
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minorities. Even the German minority in Czechoslovaku, 
which, thankn to the tolerant attitude of President Masaryk) 
M. Braes and M. Hodza, the Agrarian leader, had been 
offered all the conditions necessary for a free and active 
life, including at different times posts in the Cabinet, 
is beginning to feel the inevitable reaction to the Nazi 
policy and philosophy. Under the pressure of excesses 
committed by Nazi sympathisers, the Czechoslovak 
Government has lately had recourse to restrictive measures 
which have never hitherto been necessary. Rumania a 
few years ago set up an under-secretariat for minorities, 
the first of its kind, and actually placed a Saxon from 
Transylvania, Dr. Rudolf Brandsch, at its head. But the 
Transylvanian Saxons have also caught the Hitlerite 
fever and they have organised themselves into armed 
battalions ; recently, in the presence of Nazi delegates 
from Germany, they held parades at which the Lutheran 
bishop gave them his blessing, and all dissentient opinions 
were rudely silenced. 

We have all respect for the minorities (writes the independent and 
liberal Aievend, of Bucharest), and for their public activities. 
But the organisation of an armed force on our territory and in the 
service of another State is a very strange thing indeed. We need only 
presuppose a conflict in which Germany would be on the other 
side : we would then have an enemy force behind our front. Is it 
conceivable ? 

These Germanic activities could not long remain without 
an answer from other national camps. In Rumania 
“ Iron Guards ” and other preachers of violence are being 
organised, not altogether without the Government’s 
toleration. For the moment their anti-Semitic policy may 
give them something in common with the Nazis ; but, 
as in Russia and elsewhere, Jewish pogroms have always 
been merely the prelude to more general social and political 
outbursts. A Nazi movement in Poland has already its 
own well armed Storm troops, dressed in deep-red blouses ; 
and to the “ Aryan ” clause its programme has added a 
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‘‘Slav*’ daose, which lajs it down that in the future 
Polish Nau State all people not of Slavonic origin are to lose 
their rights. 

These tendencies will be more difficult to allay than they 
have been to arouse, for they are being brought to the sur- 
face again in a region where the idea that to live is compatible 
with to let live was only just beginning to find acceptance 
in politics. Their effect is all the more grave in that the 
ways of the Nazi movement are being reflected not only 
in the popular temper but also in the methods of govern- 
ment. In Austria Dr. Dolfuss has countered the Nazi 
menace by setting up a dictatorial government of his own ; 
whether the change was necessary or merely opportunist 
it is not easy to say. There is good authority for believing 
that the rulers of Yugoslavia had at last come to realise 
the necessity of doing justice to regional needs and demands, 
and that they had ready a decree introducing a measure of 
provincial autonomy, on historical lines, which would 
probably have satisfied the Croats, and might also have 
solved at last the cancerous Macedonian question. When, 
however, the Nazi movement achieved power in Germany, 
the more intransigent elements gained fresh influence 
at Belgrade; the proposed reforms were shelved, and 
instead the Croat leader. Dr. Macek, was sent to prison 
for three years. Dictatorship was again in favour, and the 
centre of political gravity had shown a tendency to shift 
from internal dissensions to a supposed external danger. 
In the north, a similar movement, said to have been in- 
fluenced by the German Baltic barons, has suddenly turned 
Estonia into an authoritarian State. This development, 
together with Hitler’s demand for eastern outlets for German 
colonists, caused Izvestia to write, on October i8 : 

The fascistisation of Estonia can have only a negative effect on 
Soviet-Estonian relations. It is part of a preparation for adventures 
which will be extremely dangerous to the cause of peace. 

Russia had not waited for the Estonian incident to show 
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how much she distrusted Nazi foreign poliq^. M. Litvinov 
used his stay in London during the abortive 'session of the 
World Economic Conference to conclude a series of 
sensational pacts with all the border States,* based upon a 
formula defining aggression which will make history. 
A visit to Paris enabled him to set Russo-French relations 
on much more friendly basis than they had been at any 
time since the Soviet revolution. Foreign correspondents 
have reported that Russia has also given Poland an assurance 
of friendly neutrality in case of a German attack, the offer 
being made in response to a direct enquiry from Marshal 
Pilsudski, who had not seen a foreign diplomat for at least 
three years, but who was now sufficiently disturbed to send 
for the Soviet Ambassador to Warsaw. 

One can say (wrote the Indipeniance Reumatne, the official organ 
of the influential Liberal party) that one of the most exposed regions 
of the Continent has been completely freed from the nightmare of war. 
From the Baltic to the Black Sea, on a line until now perpetually 
threatened by a possible attack, all fears hare been allayed. 

This effect of Nazi policy on Russian policy makes the 
present situation very much like the old Eastern problem. 
The border States have been suspicious of Soviet Russia, 
though perhaps less so than they had been of Tsarist 
Russia, with its avowed ambitions to expand its territory. 
Nevertheless, just as formerly the Austro-German Drang 
nach Osten caused the States of south-eastern Europe 
to look even upon Tsarist Russia as a protector, so the 
expression of Eastern aspirations by Nazi leaders has 
thrown the smaller eastern States if not into the arms at 
least into the parlour of the mighty Russian empire. 

It was this aspect of the situation that we had in mind 
when we said at the beginning of the article that while the 
Nazi revolution has caused a crisis, it has also created an 
opportunity. For in the measure in which the line of 
division between Germany and her neighbours is hardening, 
the lines which divide the various political groups in central 

* Including Rumania notwithstanding the Benarabia proldem, 
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and eastern Europe tend to fade, llie competition for 
inflnence between France and Italy has subsided since the 
summer to a point at which France appears to have become 
almost indifferent to the claims of the Little Entente ; 
and the Little Entente itself, thanks to the restless and in- 
telligent activity of M. Benes, is feeKng its way towards a 
reconciliation with Signor Mussolini’s standpoint. Nazi 
policy, so far from being responsible for the recent tighten- 
ing of the Little Entente, has rather reduced the need for 
it. That step, as we have already suggested, was really 
meant as a check to Signor Mussolini’s revisionist Four 
Power Pact, which had been devised for the benefit of the 
vanquished States — Germany, Austria, Hungary and 
Bulgaria. Since the Pact was signed, however, the intran- 
sigence of Nazi policy has resulted in a visible cooling of 
Signor Mussolini’s sympathy for German aims, and in a 
definite break between Germany and Austria. Hence the 
chessmen on the Danubian board are again free for a fresh 
move. Perhaps it may prove to be a combination of the 
Italian view and that of the Little Entente. The recent 
Italian memorandum on the economic reconstruction 
of the Danubian countries is not very different, in sub- 
stance, from the programme lately outlined by M. Benes in 
the article which appeared in the Observer, under the title 
“ New Hope for Austria.” Both reject the idea of federa- 
tion (M. Benes insisting that each national unit should 
retain its integrity), and both rely essentially upon a wider 
and more systematic development of a network of pre- 
ferential agreements, which should gradually diminish 
the economic importance of political frontiers, and bring 
about a “ common economic circulation.” Both, again — 
and this may prove the binding element between the two — 
are inspired by the crucial aim of preventing an Austro- 
German Anschluss. 

The participation of Austria and Hungary is indispensable 
to any sound scheme of Danubian reform, and Nazi policy 
has made the Little Entente a present of an Austria more 
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willing to come to terms than perhaps ever before. The 
policy of preventing the Anschluss by force could never 
have succeeded in the long run ; but the whole future of 
Danubian Europe would loom brighter if the Anschluss 
were to be prevented by an alternative policy of goodwill 
and co'operation among the Danubian States. Such an 
alternative would require the condition that Austria should 
feel at least as well off materially as she would be in a 
union with Germany, and in that respect the fears of 
Austrian industrialists that they might be crushed by 
German competition have now been reinforced by the 
fears of the Austrian workers that their standards might 
be depressed by reactionary Nazi legislation (though 
Dr. Dolfuss might lose this valuable asset if he should 
follow a similar policy). 

Secondly, Danubian co-operation would be ruled out 
if Austria were to sense any danger to her independence 
and national character in such a grouping. As far as that 
is concerned, the odds are at present if anything against 
the Anschluss. For it must not be overlooked that 
unity of language is one thing, but diversity of liistory, 
culture and temperament is another. The Austrians 
are deeply attached to the Roman Church and can hardly 
feel attracted by the paganism of the German movement. 
Wotan and Siegfried never enjoyed a great following in 
Austria. These differences may count for more now that 
it would be a question of joining a centralist and “ total- 
itarian ” State than they did while Germany was still 
a federal State. To this must be added the problem of 
Vienna. Union with Germany would probably mean the 
utter decline of that great city. In the German Empire 
it would be little more than an overgrown border town, 
without life or purpose except as a garrison, destined in the 
end to share the fate of Fiume. Its main function now is 
to act as the metropolis of an extensive and variegated 
hinterland, but that r 61 e would be difficult to maintain 
if it were absorbed m the Reich, and with the present 
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German ideas and policy it would be impossible. Vienna 
can never regain its old glamour as the capital of a mag- 
nificent empire ; but it was also a centre pf intercourse 
between East and West, and it has suffered from the inter- 
ruption of that intercourse since the war. At present it is 
already benefiting from the decline of the Leipzig fair and 
of other German trading centres, and therefore a revival 
of economic life in the Danubian region would probably 
save the city, just as the revival would, in its turn, be served 
by the existence of the dty, and so help to save Austria. 

The widespread view that little Austria cannot support 
such a big centre rests on a misunderstanding ; it is rather 
Vienna, which itself has always been solvent, that cannot 
support Austria. Austria herself could play just such a 
role in the Danubian area as Vienna plays in Austria, 
that is, she will serve as an active link between the German 
populations and the mixed peoples of central and south- 
eastern Europe ; but she could do so only if she retained her 
present position and peculiarities. As the eastern outpost of 
a huge pushing German empire she would, on the contrary, 
be an irritating spur pressed against the fiank of the 
Danubian region, always suspected and always avoided. 
Under the present dispensation the Anschluss would in 
fact re-create the Eastern Question, with Russia and Pan- 
Germany as the chief antagonists, and with south-eastern 
Europe once more the field of combat. 

We have a touchstone for testing these two broad alter- 
natives in the effect that they would be likely to have on 
the German minorities in the Danubian region. A Pan- 
German empire would exercise a violent attraction for 
them and keep the large German minorities in Czecho- 
slovakia, Yugoslavia and Rumania in a state of restlessness, 
which could lead only to reprisals against the minorities 
and to conflicts between the States. If Austria, however, 
were included in some Danubian grouping, those minorities 
would value the support of the Germanic province vrith 
which, of course, they have had the oldest and closest 
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coQtact ; that support would be based, moreover, on a 
community of culture, which would reinforce the commu- 
nity of interests with the other nationalities. More important 
than any material details would be the habit of co-operation 
and friendly adjustment among those directly concerned. 
That would not, however, be assisted by outside inter- 
ference. It would be helped only by free economic inter- 
course, but at present the necessary economic adjustment 
would be easier to effect than it was a short time ago or 
than it may become later on, because many of the artificial 
industries created since the war are already stagnant. 

It would be helped, above all, by a frank recognition that 
States with mixed populations have no prospect of a happy 
existence unless all the national groups in the State are 
content. A “ totalitarian ” constitution, let alone one 
pervaded by racial and religious exclusiveness, would be 
tantamount to a declaration of perpetual conflict in the 
Danubian region ; whereas the principle of cultural group 
autonomy, already urged by many far-sighted men in 
Austria and applied with success in various parts of Europe 
since the war, would remove from the sphere of public 
action responsibilities which in a mixed region the State 
is sure to mishandle. In such a region, Gladstone’s 
dictum that “ the first condition of a good foreign policy 
is a good home policy ” has a profound bearing on the 
prospects of peace. 
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T he revolution of the nineteen-twenties, with its 
system of progressive international co-operation and 
“government by conference,” has been rudely inter- 
rupted by the counter-revolution of nationalism, political 
and economic. Australia, like other countries, is experi- 
encing a change of atmosphere. Australian opinion has 
never regarded the system of the League of Nations as the 
essential instrument of world security, as have many of the 
countries of Europe. But, in the absence of disturbing 
conditions in our own isolated sphere, the existence of the 
League, its continuity and its activities in a still dis- 
ordered Europe have corrected — ^probably to a greater 
extent than we realise — ^the typical national conception of 
foreign affairs which regards other countries as possible or 
probable enemies ; and have changed it into one influenced 
if not dominated by the idea of an international community 
for peace. 

In these circumstances, it was easy not to worry about 
foreign affairs. But the failure of the international organisa- 
tion, during the last two years, to act effectively in the Far 
East, and the withdrawal of Japan from the League, have 
rather sharply reminded us of the fact that the major States 
bordering on the Pacific— the United States, Russia and 
Japan — are all of them outside the League.* There remain 
indeed the treaties of the Washington Conference and the 
Kellogg Pact. But the Washington Treaty for the Limita- 
tion of Naval Armament will lapse, if any of the parties to it 
so desires, in 1936. The Quadruple Pacific Treaty, by which 
the United States, the British Empire, France and Japan 
bound themselves to respect one another’s rights in 

* Two yean* notice of intention to leave the League if lequiicd by the 
Covenant. Japan gave notice in March latt. She wdl therefore remain 
a member d the League nntil Much, 1935. 
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relation to their insular possessions and dominions in the 
Pacific, is now terminable by any party at twelve months’ 
notice. The Kellogg Pact has no time limit, but recent 
events in China and Manchuria show that it is no safe- 
guard against warlike operations. It is therefore time to 
take stock of our erter^ relations. We can do so con- 
veniently by comparing our situation now with our pre- 
war situation twenty years ago, when the countries of the 
world conducted their external relations on the basis of 
“ each country for itself and its allies.” 


I. Relations with the Orient 

O N account of her geographical situation, Australia is 
necessarily affected by Asiatic developments. Dis- 
tances, it is true, were great enough to prevent close 
relations with any part of Asia until communications 
became easy ; and it is a result, not of propinquity, but 
rather of the sparseness of population in Australia and its 
density in Asia, that our principal preoccupations in external 
affairs have been with Asia. Our distance from other 
continents is so great that until the present economic crisis 
we had few outside problems arising from our relations with 
them. 

(a) Before the War 

The problems of our relations with Asia were present 
to the minds of many Australians twenty years ago. In the 
’nineties, taking warning from the experience of other 
countries where whites and coloured people had mixed, 
and believing that Asiatic countries needed oversea outlets 
for their inhabitants, all the Australian colonies had adopted 
the policy of keeping Australia a country of white popula- 
tion. It is unlikely that this aroused much antagonism 
at the time in Asia, but it was the general opinion in Aus- 
tralia that we must be ready to defend our policy, and this 
was one of the strongest of the reasons that led to the 
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federation of the colonies as States of the Commonwealth 
of Australia in 1901. The prediction may be hazarded 
that it will be the strongest of the reasons that will keep 
the States together now in spite of the disadvantages, which 
some of them feel so strongly, of remaining in the federal 
union. In the last years before the war, British apprehen- 
sions were for the most part about Germany, and prepara- 
tions were directed to a war in Europe ; in Australian 
thoughts and preparations Asia had a greater part. The 
foundations of the efficient defence of Australia on land and 
sea were laid in 1 909 ; by 1 91 3 the first Australian navy, which 
consisted of 12 vessels, had been built, training for military 
service had been made compulsory, and over 120,000 men 
and youths were in the forces or undergoing training. 

Three Asiatic countries were principally affected by our 
policy of restricting the immigration of coloured peoples 
— India, China and Japan. Of these, Japan alone had 
been strong enough to withstand European domination 
and to extend her influence and territory beyond her own 
borders. She had lately shown her strength and capacity 
in two wars, with China and with Russia, and although 
the war with Russia strained her resources to the breaking 
point, by 1913 she had recovered, and her trade, population 
and resources were already steadily increasing. Her popu- 
lation was 53,000,000, while Australia’s was less than 
5,000,000. Great Britain and Japan, however, were in 
alliance, and the strength of the British navy was still 
overpowering, although most of the warships in the Far 
East had been withdrawn to European waters. 

ip) During and After the War 

In Australia anxiety during the war was not limited to the 
question of its outcome in Europe. It was known that influen- 
tial Japanese opinion was not unanimous in support of the 
Allies. Japan occupied the German Pacific islands north of 
the equator, which had previously capitulated to the 
Australian Expeditionary Force at Rabaul. The distance 
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between her territory and the coast of Queensland was 
thus reduced by half ; and the Japanese Government, wish- 
ing to obtain for Japan’s growing trade the benefits that 
a commercial treaty would bring, pressed the Australian 
Government to adhere to the Anglo-Japanese commercial 
treaty — a step which, it was feared in Australia, would lead 
to the weakening, if not to the breakdown, of the White 
Australia policy. For the Australian Government and 
people it was a period of great anxiety, although public 
opinion was prevented by the censorship from expressing 
itself. The Australian contribution to the war was the 
outcome of an intensely patriotic determination, but it was 
undoubtedly also influenced, so far as the Government was 
concerned, by the policy of building up solid grounds for 
claiming help from Great Britain in case of future danger 
arising for Australia in the Padfic. The Peace Conference 
of 1919 added to our anxieties about the future. Japan 
retained, under mandate, the islands in the north Pacific, 
contrary to all the expectations of the Australian public, 
who had been allowed by the Government to suppose that 
Australia would take them over. Japan also sought to have 
a clause recognising the principle of racial equality incor- 
porated in the Covenant of the League of Nations — 
aimed, clearly enough, at the policies in force in Australia 
and along the Pacific coast of North America. These events 
seemed at first to have more importance for Australia than 
had even the establishment of the League itself. 

When, however, the League began to grow in strength 
and influence, and when, at the Washington Conference of 
1921-2Z,* the nations interested in the Pacific entered 
into treaties for the limitation of naval armaments, for non- 
fortification, for the mutual recognition of rights in relation 
to their possessions in the Pacific, and for the submission 
of controversies arising out of Pacific questions to a con- 

• An account of the relation* of Australia and Japan up to that time is 
given in “Japan and Auatralia," by E. L. Piesse, in Ftrtign Again (New York), 
Tol. 4 (19*6), pp. 475^88. 
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ference oi ajl tiie parties, Australia began to lorget her 
anxieties and to devote all her thoughts and energies to making 
the best of the prosperity that came from high prices for 
exports and the orgy of spending in the ’twenties. In the 
early ’twenties, too, the rate of growth of the population of 
Japan, always regarded in Australia as an index of the future 
danger from the Far East, seemed to be slowing down. Aus- 
tralian expenditure on defence was gradually reduced, the 
obsolete pre-war navy was only in part replaced, and 
compulsory training for military service was abandoned. 
These were the tendencies before the world economic 
crisis began to affect us in 1929, and since then most of our 
thoughts have been given to maintaining our own economic 
life. 

(c) The Effect tf Recent Events 

By 1932 it seemed that, if it were not for the troubles of 
the rest of the world, we should have been well on the way 
back to our former prosperity. But 1933 is closing, if with less 
uncertainty for our trade and finance, yet with anxious 
prospects in our international relations. The safeguards 
the League offered us seem now to be seriously diminished.' 
Europe is occupied with her own troubles ; Japan is con- 
trolled by rulers whose policy seems to be incalculable and 
who have given ample evidence during the past two years 
that they are ready to do whatever seems to them likely to 
promote the groivth of Japanese power and to strengthen 
their own hold.* Japan too is building warships up to 
the limit allowed by the ratios prescribed in the Washing- 
ton Treaty, and she now expects those ratios to be raised 
in her favour. 

* Japan’s population u agaiA increasing lapidl/ ; the natural increase, 
whidi in the years 1906 to 1916 averaged 1.25 per cent, per annum, rose to an 
average of 1.48 per cent, for the years 1926 to 1930, and the total population, 
excluding Korea and oversea possessions, is now over 67 millions and is 
increasing by nearly one million a year. In twenty years the increase has been 
about 25 per cent. Tlie average size of families, however, is now declining ; 
if this continues when the present high propovtion of the population at the 
younger ages has fallen to normal, the rate of increase of population will drop. 
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What conclusion should Australians draw from recent 
events in China and Manchuria ? The reorganisation 
and re-equipment of the Japanese army now in progress 
indicate that Japan intends to consolidate her position 
there, if not to crtend her control to the metals, fisheries 
and oil of the maritime province and Northern Saghalien. 
It may be that Japan has enough territory on the mainland 
of Asia to occupy her energies for years to come, and that 
she will now feel assured both of supplies of raw materials 
and of markets sufficient to relieve the ever-increasing 
pressure of her population on her resources. If so, there 
seems no reason for her to take any special interest in a 
region so many thousand miles away as Australia. But 
there is still a very influential movement, supported by a 
large body of naval opinion, for Japanese expansion into 
“ Nan-Yo ” (the South Seas). Although it is the island 
groups to the north of Australia that are most thought 
about, the assumed riches of the sparsely occupied parts of 
Australia are often discussed in Japan. There may be little 
economic reason for supposing that Japan will take any 
special interest in Australia so long as she can continue to 
trade with the Commonwealth on favourable terms ; but 
the trade relations, as we shall see later, are full of danger, 
and the White Australia policy, if not a serious injury to 
Japan, may serve her governing class at any time by provid- 
ing a grievance. In Australia neither government nor people 
can be expected to feel indifferent to the spectacle of even a 
distant country in the Pacific growing so powerful for war 
—a country, moreover, whose rulers must have the gravest 
anxiety in their task of providing from scanty home resources 
for a population of very high density, likely to get out of 
hand if the struggle for existence becomes too severe. 

(d) Tradt with Japan 

Among the troubles of the present year throughout 
the world have been those caused by the newly intensified 
competition of Japanese exports. This competition 
90 
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pteients leatares difficult to e^lam,* That uuaufactured 
goods are now sold in AostraEa for less than the present 
cost of the raw nuterials mzf be ezpEcable bf changes in 
the yen exchange. But it seems past understanding that 
experienced merchants should offer goods at prices far 
lower than are nece8sar7 to oust all others from the market. 
When a 15 per cent, cut would drive out competitors, 
Japanese goo^ are offered at as much as 50 per cent, below 
the prices of their competitors, and the Japanese price goes 
up and down within wide limits in a short space of time. 
Perhaps at last the Asiatic peril to mdustry that every 
magadne used to discuss thirty or forty years ago is upon 
us — and at a time when the rest of the world is labouring 
under the strain of the troubles that have followed low 
prices and insufficient markets. Australia, as one of 
Japan’s nearest neighbours, is affected by this competition 
in most embarrassing ways. Not only is Japan a neigh- 
bour with whom we must, for every reason, remain on 
good terms ; but she is a neighbour who, in these difficult 
times for countries that produce raw materials and foods, 
takes increasing quantities of our exports. The following 
figures (which are for merchandise only) show how much 
more important for us trade with her is to-day than it was 
twenty years ago : — 

Expoeti I AnstnUas) 

(oeo,ooo’E omitted) 

1912-13 1930-31 1931-31 1931-33 

Tojtpin.. .. £14 X 9-5 ■ £"7 1 

Toallcoontnee .. jC97'9] 

Proportion to Japan 1 '8 percent. lo^percent. lo-S percent, ii-ypercent. 

iMPotn ^ sterling) 

(ooo,ooo’s omitted) 

1911-13 1930-31 1931-32 1931-33 

From Japan .. £i ^2 4 ,^2-4 £3-6 

From all countries .. ^£58-8 ^£43-5 £56-8 

Proportion from Japan i'3 per cent. 4'i per cent. 5-5 per cent. 6-3 per cent. 

A country which takes so much of our products — ^princi- 
pally wool and wheat, but important quantities also of 

* For further information on thia subject see p. 29. 
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metals — is not one ivliose return trade we can lightly 
discourage. The duties on most of the imports from Japan 
are heavier than on imports from Great Britain; neverdie- 
kss the prices of many of her products are so low that 
despite the duties she can undersell imports from all other 
countries. In some classes of goods the high wall of 
protection does not prevent her from underselling even the 
Australian manufacturer. So far as Australian manufac- 
turers are affected by Japanese competition, there is bound 
to be an acute conflict of interest, already evident in much 
public discussion, between the graziers and farmers who 
sell their products to Japan, and who would oppose any 
steps which might endanger that trade, and the Australian 
manufacturers whose home market is threatened. The 
problem of competition between Japan and Great Britain 
is an even more difficult one. It is our obvious interest — 
which the Ottawa Agreement has turned into an obligation 
— to assist Great Britain by buying her exports ; obvious 
because she is the principal market for our own, and because 
her loss of oversea markets since the war might have the 
most serious consequences for our defence. But it is 
even more obvious that we are in no position to hinder 
Japanese trade with the object of promoting trade with 
Great Britain. Little has been said in Australia of the 
difficulty of dealing with this triangular problem ; but the 
Australian Government has announced that it is willing 
to enter into an agreement, and th#t Australia is keeping 
in touch with discussions that are proceeding between 
representatives of Great Britain and Japan regarding the 
allocation of markets in which the products of the two 
empires compete. A fact which adds to the difficulties 
is that some of the imports from Japan that compete with 
British goods — such as yarns and piece goods — are semi- 
manufactured materials for Australian manufacturers, 
which they naturally wish to buy in the cheapest market. 
The solution most favourable to Australian manufacturers — 
to restrict imports, whether from Japan or Great Britain, 
9 * 
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wltich compete with Austnliin products, to let in 
semi<aumidEftctared nuterials from Japan— ^votdd be doubly 
i^uiioos to British manufacturers. 


II. Aostralia’s Capacitt for DmNCE 


D espite the growth of the population from 4,900,000 
in 1913 to 6,600,000 in 1933, Australia seems weaker 
as regards defence than she Was twenty years ago. The 
navy has almost vanished, and it would take several years 
to restore it even to its pre-war strength ; there are now 
only 33,000 men and youths in the military forces or under- 
going training; the men of the A.I.F., like the military 
equipment that was put in store after the war, are growing 
old. Industrially Australia is much better equipped — 
particularly in steel, engineering and textiles — ^than she 
was before the war. Financially, however, the position is 
very different. The public debt is vastly greater, in total 
and in proportion to population, than it was twenty years 
ago ; and taxation has greatly increased, in proportion both 
to population and to the value of production.* The 
cause is partly the increase in debt that does not yield 

•Public Debt 

(pirtly in sterling, partly in gold £ and partly in £A.) 


1913 «933 

States ,^*94 million miUion 

Commonwealth 7 million ^^397 million 


Total.. .. .. .. .. £301 million ,£1, 295 million 


Per head ' .. 63 

Debt owed abroad .. ]£204, million ,£596 million 


Taxatiok and Pboductiob Fbom Ikdustuu 


19x2-13 

State and Commonwealth taxation [,%% miUion 

Perhead... .. Z S 

Prodnetioa ,£218 million 

Proportion of Taxation to production 10 per cent. 
C2 


Avenge. 

1930-33 

^ 89 million 

L 13 

^313 million 
28 per cent. 
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interest (of which increase the war debt is aafy part), 
and paitljr the increase in the so)pe and cost of social services. 
Of these, so far as the^ enter into the finances of the 
federal government, the most costly are pensions (miHtaiy, 
old age and invalid) and the payments that are still being 
made for the benefit of men who served in the war and their 
families. For some years before 1931 mcpenditnre due to 
the war and the repatriation of soldiers averaged £30 million 
a year. The reduction of interest on debt and tlw suspeOr 
sion of payments to the British government have lessened 
the tot^ but it is still about £20 million a year. 

The Commonwealth government has ^eady given signs 
of recognising that Australia has passed away from the 
tranquil times of the ’twenties, with their apparent assurance 
of security abroad and their apparent prosperity at home ; 
probably none of us should expect to see such times again. 
Expenditure on defence, which in 1912-13 was ^^4.3 million 
(in addition to the cost of building the pre-war navy), 
dropped to an average of only ;^3.3 million (at a much 
lower purchasing power) in the period 1930-31 to 1932-33. 
The estimates for 1933*34 are not yet published*, but the 
Minister for Defence announced at Sydney on September 25 
a programme for additional armaments to extend over 
several years. His plan is to improve and increase the 
equipment of coast fortresses, to provide defences against 
air attack, and to begin mechanising the army. These 
preparations are designed to provide local defence against 
coastal bombardments or raids. As regards attacks on our 
sea-borne trade, said the Minister, Australia must rely on 
an efficient and powerful Empire navy. The armaments 
now proposed will involve considerable expenditure ; but 
there is every indication that public opinion would support 
an even larger expenditure. To make efiicient preparation 
for defence, present rates of taxation vrould have to be 

* In hU budget ipeech on October 5, the Prime Minuter «««>» known 
that defence eapenmture for 1935-34 would be inrn.jvij £1^2,000 
compared wirii the previous ye»>-£d$t$r, 
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oo(ituiaed» as as tine present (if not ad£tional) econo* 
mies in die public service and in sodal services— in fact 
the ftemiers’ 1931 plan might have to be continued 
indefinitely. 

Enough has been said to show that the preparation for 
the defence of Australia may now prove to be a task of 
paramount importance. Its difficulty cannot be realised 
unless Great Britain’s changed circumstances are kept in 
mind. Before the war it was usually taken for granted 
that the British navy and army would be used to defend 
any part of the British dominions. It is obvious that, as 
a mere matter of comparative strength, much less is possible 
in tins way to-day than it was a generation ago. What is 
equally serious is that many Australians doubt whether, 
among those who are likely to be in control of British 
policy, there will be the same readiness to come to the help 
of a distant Etominion. It is true that work on the 
Singapore Base is still going on, but there is no certainty 
that it will be completed or that the British public would 
permit the capital fleet to go so far away from Europe. 

With the question of the future of the Australian navy 
there may have to be considered that of the future control 
of the Territory of New Guinea, now administered by the 
Commonwealth under mandate from the League of Nations. 
Japan has announced that, notwithstanding her withdrawal 
from the League, she will hold the former German islands 
north of the equator under a title which she claims to have 
obtained before the League came into eristence. On this 
footing she may also contend that she is free from the 
prohibition against fortification set out in the mandate ; 
and if she wishes she can free herself in 1936 from the 
obligation not to fortify into which she entered in the 
treaty of 1922 for the Limitation of Naval Armament. 
(There is a question whether the United States, 
under her treaty with Japan of February II, 1922, by 
which she agre^ to Japan’s holding the islands under 
mandate, could ckbim that, notwithstanding the lapse of the 
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nuadatoiy title, jaipm would remain under an nbUgation 
not to fortify.) Whatever be the treatj position of these 
northern islands, it will be questionable whether it would 
not be better for New Guinea to be in the hands of tome 
other white Power Strother than Anstraliiu The adminis- 
tion of this Territory has never ceased to present problems 
for which previous experience has given the Common^ 
wealth government no special aptitude ; and the possession 
of the Territory has never been of great interest to the 
Australian public, engrossed as it has been in developing 
its own home territory, and more recently in paying for 
mistakes made in that development in the past. 


in. The Nostheun Problem 

T he special problems of tropical Australia have again 
come up for discussion recently. Early in July; 
Australian newspapers reported a speech of the Dean of 
Canterbury, in which he spoke of his “ great sympathy for 
Japan, a vast industrial country, seeking an outlet for her 
population and still more for her goods.*' 

She sec* an empty land (he went on). The United States struck 
me as an empty country, so did Australia. I should like to hare seen 
a great English gesture in presenting to Japan that part of Australia 
which we cannot colonise ourselves. I h^eve that would change 
the whole atmosphere of the East. 

Later, when informed of criticisms in Australia, he was 
reported to have said : 

Australia is so big that her people themselves have no idea of her 
size. No attempt has been made to colonise her vast unknown areas, 
yet when it is suggested that people from over-populated lands should 
settle in those areas, there is an outcry. 

Such opinions as these are often beard in Great Bri tain, 
Those who hold them are probably unaware that only « 
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small pmcentage of Australia m fit for dose settlement ; 
that Australia is not, and e^|>t for small areas never has 
been» a conntiy where immigrants can maintain themselves 
bjr mere subsistence farming ; that mnch of the land can 
support inhabitants onl^ if thejr' can fiud oversea markets 
for their products^ and that for production of this kind a 
large expenditure of capital is needed ; that not less than 
(jQO million of the public debt of Australia has been 
incurred as the community’s direct and indirect contribu- 
tion to the capital cost of enabling people to occupy 
and make a living from the land ; and that, for a country 
without oversea markets for manufactures, Australia’s popu- 
lation has grown at a creditable rate. In the twenty years, 
1913 to 1933, there has been an increase of 35 per cent. How 
many countries in the world, whether they depend on agricul- 
ture or on manufacturing, can show as high a rate of growth I 

But the Dean of Canterbury’s remarks probably had 
reference rather to the northern parts of Australia than to 
Australia as a whole. His views then invite discussion of 
what can be done and what has been done with the coastal 
areas of Australia within the tropics, from Rockhampton on 
the coast of Queensland to Carnarvon on the north-western 
coast of Western Australia — ^for of the large inland areas 
within the tropics it may be assumed that no one would 
suggest that anything but the present sparse pastoral 
occupation is practicable. 

Tropical coastal Australia has a length of several thousand 
miles and a great variety of Soil and climate.* Its outstand- 
ing features, considered as a tropical area, are that most of 
it has neither the rainfall nor the vegetation characteristic 
of the tropics, and tlnit little of it has an altitude high 
enough to mitigate the heat of a tropical situation. The 

• For a full description of geography and climate see Griffith Tsjdor’s 
AustraUan Envinrmunt {tsfeciJly as tantroUad by ra:n/aff), Mdboume, 1918, 
and his paper “ Geographical Factors Controlling the Settlement of Tropical 
Australia ” in 7 be Qiutnslsmi Gstgrafjsical Janrnal, vdumes 32-33 (19x8), 
pp. 1-67 ; for a brief account, chap, i of Cambridge History of the British 
Fmptr/, Td. Tii, part i f Australur). 
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nortk-wmtern coast ol Western Australia is exoessivefy 
iMTt, mndi of it has a low rainfall, and tbe winter u a perM 
of droag^. Inland are tire Kimberly liighlands, soit* 
able (and most of them already occupied) for cattle and in 
parts for sheep. Some of this particular area enjoys good 
soil and a rainfall up to 30 inches, and it would be suitable 
for agriculture were not half the year rainless ; in the river 
valleys there are tracts which could be used for trojucal 
agriculture.* Much of the Northern Territory also is 
excellent cattle country and is occupied; but for agriculture 
—which alone could afford means of life to anything more 
than the sparsest population — ^its winter drought and poor 
soils give little opportunity, f The Barkly tableland, on the 
border of the Territory and Queensland, attracts the 
attention of all visitors ; but it, too, is cattle country ; 
sheep will not breed there, and the climate is not promising 
for agriculture. Queensland, round the Gulf of Car- 
pentaria, again is cattle country. Its east coast, alone in 
tropical Australia, has a considerable area of good soil and a 
high rainfall ; it has, too, a fair area of high plateaux. This 
region, both the coast and the plateau, is an area suitable 
for -agriculture, and it has been successfully occupied by 
white sugar-cane growers and dairy farmers to within less 
than 17 degrees of the equator. The white population of 
tropical Queensland has grown steadily. J Except for the 
cast coast of Queensland, and very small areas elsewhere, the 
only industry that is possible on any considerable scal^ in 
tropical Australia is stock raising, and that will maintain 
only a small population whatever the race that engages in it. 

TTiis general idea of tropical coastal Australia — ^at all events 
of the Northern Territory — ^is not the one that would have 

* See G. A. Hobler’t Rtftrt m Ntrth-WfiUm Australia, Commonwealth 
Parliamentaiy Paper No. 58 of 1920. 

t An account Anatralian efforts (and faihirea) to develop and settle the 
Northern Territory, and of the reaaona for the faflurea, is given in Tbe 
Rooho Tabli, No. 72, September, 1928, pp. 858-868. 

J In 1881, the white p^tnlation wm 56,^ ; in 1891, 109,000 ; in 1901, 
in 1911, 157,000; in 1921, 181,000; in 1933, 217,000 (eatunatedy. 
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been obtained hjr anfone wbo reads the offidid literature 
of twenty to twenty-fite jeara ago. The Conunonweahh 
Government, which took over the Northern Territoij from 
South Australia in 1911, engaged in a campaign to promote 
close settlement by white farmers. TTie Territory’s 
"boundless possibilities” — that stock phrase so often 
ased in any government appraisement of Australian 
resources — ^were widely advertis^ and the Commonwealth 
Government’s propaganda of that time became more widely 
known than the cold accounts of the researches of the 
geographers (such as Griffith Taylor’s, already cited), who 
showed how limited were the opportunities for any sort of 
close settlement, whether white or coloured, in the north.* 
The Government is thus responsible in large part for the 
widespread opinion, evidently shared by the Dean of 
Canterbury, that here is a large area of fertile land that, but 
for our assumed policy of keeping Australia to ourselves, would 
relieve the distress of Asia if we let Asiatics come into it. 

Asiatics, it must be remembered, had their opportunity 
long before white men settled in Australia. There is no 
doubt that the north coast was constantly visited by 
Malays. t Flinders, sailing the Arafura Sea in 1803, met a 
fleet of their praus from Macassar, engaged in Bshing on the 

* Geographers, unaccustomed to find white settlement in tropical repons 
in other parts of the world, allowed themselves to be carried awap bj their 
task of exposing the errors of official publications, and did less than justice 
to the success of white settlement in northern Australia. It has frequently 
been said that Queensland is unhealthy for the white race. The facts are 
that the unhealthiness of the tropics is due rather to endemic diseases than 
to climate and that Queensland is free from nearly all of the usual diseases 
at the tropics. See the report of the Australuian Medical Congress, 
Brisbane, 1920, in the Mtdicd Jtumal if A^utralia, September 18, 1920, 
pp. 291-299 ; Dr. A. Breinl, “ A Comparative Statistic^ Inquiry into the 
Plevalence of Diseases, Death Rates, Infantile Mortality and Birth Rates in 
Qneeniland ” in the Mtdieal Jiitnul of Australia, September 2, 1921 ; and, 
exposmg some errors of Ellsworth Huntington's, a paper by C. H. Wkkens 
(then Commonwealth SutisticUn) on “ Tte Vitality of White Races m Low 
Latitudes ” in Pneudings if tbt Rtyal Socirty if Fictiria, Vol. 40 (1927), 
pp. I7-2f 

t Sir Baldwin Spencer’s Presidential Address in the Report of the Ans- 
tralaaUn Association for die Advanoement at Scioice^ 1921, p. Izzziii. 
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Qoatt. They are used to pbneeriiiig, and they ^ the 
c^^rtuni^ to settle, if they wished. Th^ is no eridoiGe 
that any but castaways ever remained in Australia. The 
reason need not be sought beyond what has already been 
said about the climate and the soil. Anyone who 
suggests that the Japanese could now tabe over and develop 
this region must justify his view from their performance 
elsewhere. Are they well fitted for the pioneer settlement 
of a new country ? Have they had experience of life on 
poor soil in a hot climate with a winter drpught ? Have 
they ever lived successfully in a tropical climate ? Is it 
not the truth that they do not flourish except in a warm 
temperate climate ? Formosa is too hot for them ; they 
have done well in Hawaii, just within the tropics, but Hawaii 
has a climate tempered by sea breezes ; their settlement at 
Davao in the Philippines — ^about as far north of the equator 
as Darwin is south — ^has been seriously hampered by their 
difficulty in accustoming themselves to the climate. 

In face of these doubts, is an English publicist justified 
in asking Australia to take the risk of the mixed population 
that would be the almost certain result of bringing in a large 
coloured immigration to settle the north ? Lancashire, 
through Japanese competition in cotton, is now able to 
appreciate the strength of the reasons that have led Aus- 
tralia to shelter her workers from the competition of those 
who can live more cheaply. England has no comparable 
experience which would enable her to share our fears-for 
the future of our whole social and economic structure if we 
had a large coloured element in our population. These 
fears have already been well stated in these pages*. Bryce’s 
view in Studies in History and Jurisprudence (1901) may be 
recalled : 

Racial difFerencea and animosities . . . arc nsuaUy dangerous only 
when the unfriendly races occupy different parts of the country. If 
they live intermixed, in tolerably equal numbers, and if in addition 
they are not of different religions and speak the same tongue, the 
* See TnRooitoTam^No.41, March, i9ai,p. jia. 
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oatagonisia will div^peat In a genaation or two aodal inter- 
conrae and especialfybf marriage . . . But in one set of cases no fosion 
is posriUe ; and this set of cases forms the despair of the sutesman. 
It presents a problem which no constitution has solved. It is the 
juxtaposition on the same soil of races of different colour ... A 
communitf in trhichi there esdst two or more race elements phTsicaUy 
contrasted and socially unsusceptible of amalgamation cannot grow 
into a united State.* 

It remains to mention that in July the Prime Minister 
announced that the Commonwealth Government was 
considering a plan for the development of Northern Aus- 
tralia, which contemplated the formation of two chartered 
companies.. The project included the granting of land 
tenures under favourable conditions, the creation of a low 
tariff or non-tariff area, exemption from land tax and' 
income tax, and safeguards for the full protection of the 
aborigines. There was scope, he said, for two companies — 
one to operate in the country lying to the south of the Gulf 
of Carpentaria, including the Barkly tableland ; the other 
in the region of the Victoria river, with which, if the 
Government of Western Australia agreed, could be included 
part of that Sute (the Kimberley highlands) with Wynd-* 
ham for its port. The project seems to have received 
considerable comment in London but little in Australia, 
where its announcement has excited surprise rather 
than interest. Its possibility seems to depend on the 
future of the European market for beef, the present indica- 
tions of which would not justify any large expenditure in 
the north, even if it should be proved that a solution of 
the problem of carrying chilled beef to compete with 
Argentine beef in London has been found. Comment in 
London, too, draws attention to the fact that nothing has 
been said of wages and working conditions, at present 
subject to Arbitration Court awards, which render almost 
all industry impossible in the Northern Territory. 

Australia. 

Septtihber, 1933. 

•(V«Li,pp.a9»-4i.) 
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{From a Contrihtor) 

M oses forbids the Hebrews, in the twenty-third 
chapter of Deuteronomy, to take interest on money 
lent to one another— though they may take it on money lent 
to Gentiles, who in this as in some other points of his legis- 
lation seem to be regarded as lawful prey. Aristotle, in the 
first book of his Politics, also condemns the taking of interest 
on the ground that money is meant to be exchanged for other 
things and not to breed more money. 

Since the teachings of Moses and of Aristotle have been 
the two main influences on the thought of the Western 
world for the last two thousand years, it is worth enquiring 
why this particular precept, on which they are both agreed, 
has been completely thrown overboard in theory as well as 
practice. For modem opinion, except in the Mahomedan 
world, goes much further than to condone the taking of 
interest as a venial error : it exalts it as a positive virtue. Arc 
the moderns right or the ancients f Is there any sound reason 
behind the view of Moses and Aristotle ; or must we briish 
it aside as a mere eccentricity of two otherwise sensible 
men ? 


I. The Cult of Thrift 

T he defence of interest which is generally put for- 
ward is that it is necessary to encourage the practice 
of thrift. For, it is said, a man wiM be less inclined to deny 
himself present enjoyment and save part of his income instead 
of spending it if all that he gets had in the future is the 



The Cult of Tkift 

principal amooat of liia saving. He nuutiuve.aootie letwa 
besides in the way (rf ** rrat on ius capital,*’ Otherwise not 
mudi capital will be accomnlated, and the accxunulation 
of much uptal is necessary to the welfare of the world. The 
supreme necessity of thrift and oi increasing capital is an 
axiom of orthodox political economy. Let us consider its 
foundations. 

The praise of thrift was illustrated in the Victorian age, 
and even earlier, by continual reference to the merits of the 
ant and the bee — ^the author has not found any mention of 
the squirrel— as compared with those improvident animals 
which live from day to day and consume what they get as 
fast as they get it, and which consequently fall from time to 
time on periods of scarcity. 

Now the thrift of these provident insects consists in 
laying up for future consumption stores of the things which 
they actually consume. Human beings who do this are not 
regarded to-day as benefactors but as pests to the com- 
munity. The farmer who produces more wheat than the 
world can eat at the moment ; the planter who produces 
more coffee or rubber or sugar than can be consumed ; the 
miner who produces more copper or tin — these are the only 
people who actually follow the example of the ant and the 
bee. But these are not praised but abused as a source of 
economic trouble. The people who are praised for thrift 
are those who lay up a store not of goods but of money. 
Money cannot be consumed. It can be exchanged for con- 
sumable goods, but these have yet to be produced. Hirif t, 
therefore, as it is preached to and practised by manldnd, is 
not the accumulation of goods for future use : that is 
called over-production and is blamed. It is the accu- 
mulation of claims on goods wMch have yet to be produced. 
Mankind as a whole does not — ^and caimot except to a very 
limited extent — practise thrift in the sense that the provi- 
dent insects practise it. It accumulates not consumable 
goods but claims on consumable goods. 

Where is the advantage in this from the point of view of 
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tke oommunitjr ? lie advantage from the pomt of tieir 
of the mdividual accomttlator ia obvious. But if the Oiofy 
fcsnk ci thrift is that certain individuals accumulate dainu 
against the future production of goods by themsdves or bjr 
other individuals, it is not clear how the community benefits. 

The ansvrer of the orthodox economist will be— thrift is 
in fact as you describe it. But its value to the community 
is this, that without it capital cannot accumulate ; and 
unless capital accumulates new enterprises cannot be under- 
taken : unless new enterprises are undertaken production 
cannot be increased. The public justification of thrift is 
this : that those individuals who are willing to refrain from 
consuming all the goods that they can command, and to 
devote a part of them to building up the means of future 
production, are public benefactors and should be rewarded 
and encouraged by every means. The means whidi has been 
devised is to give them not only the future use of all that 
they save now but something in addition — and this addi- 
tional benefit is what we call interest. 

We shall understand the emphasis laid on thrift by the 
nineteenth-century economists if we remember that all 
their speculations were dominated by the Malthusian 
theory. This theory, broadly speaking, is that the population 
of the world tends to increase faster than its means of sub- 
sistence, that the world therefore has to face a continual and 
increasing risk of starvation. The argument runs thus. A- 
certain number of people can support themselves by their 
labour on a given piece of land. But let their number be 
doubled and they can by no means support themselves on 
the same land. Though they can apply double the labour, it 
will not double the produce or anything like it. They- must 
either improve their methods or bring outlying land under 
cultivation— and that will be less fertile and will need more 
than the same labour to give the same produce as the first 
piece. GenauUy speaking, argued the economists, you can 
get a certain production of imything by eipwiding a certain 
amount of la^ur , but if you wish to double that production 
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^ must more than double tbe hiboar. This was 
blown as the law d! diminishing returns. , 

. It followed from this that if the world was not to starve 
the machineiy of production must be constantly im- 
proved ; for the mere labour of an increasing population, 
using the same methods, would not support the new 
numbers. Hence the welfare of the community demanded 
the greatest possiMe amount of thrift— not for the purpose 
of accumulating claims by some individuals on the future 
production of others, for that would be futile, but for the 
purpose of devoting as large a proportion as possible of the 
goods produced from day to day to the improvement of the 
means of production, instead of to present enjoyment. In 
other words, it was held that production should be diverted 
from consumers’ goods and turned towards capital goods. 

It is hardly necessary to point out that the Malthusian 
theory can no longer be accepted as the guiding star of all 
economics. Our problem now is not to provide food for hungry 
mouths but to W hungry mouths for the food which we 
have— or rather to get the food to the mouths. On the one 
hand, the tendency of population to increase has slowed 
down and seems likely to disappear. On the other hand, it is 
now recognised that the law of diminishing returns does not 
hold true in many fields, and even where it does hold true 
it has not the importance that used to be attached to 
it. Steam, electricity, the internal combustion engine, 
the development of new inventions in machinery, have 
made the limitations of human labour a matter of little 
moment. The law of diminishing returns plainly does not 
apply to many bnds of production. According to that law, 
Mr. Ford, if he wished to double his output of motor cars, 
would have to treble his labour force. In actual fact he would 
have to increase it not by 200 per cent, but by 50 per cent, 
or even less. Indeed we might say that for a great deal of 
present day production there is a law of increasing returns. 
Even in those fields where the law of diminishing returns 
still holds good, the substitution of mechanical power, 
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vtitich does aot need to be fed, for man power, uriiich needs 
to be fed, cats the bottom ont of the M^thosisn aigumeat^ 
Bat if ndther the Malthosian theoiy nor the Uw 0|^ 
diminishing retoms is troe for to-day— however true they 
may have been for the conditions of the time when they 
were formulated — then the foundation of a great part of the 
orthodox political economy is swept away. In particnlar the 
proposition that the practice of thrift is whoUy commend- 
able from the point of view of the community as well as from 
that of the individual loses its main support, and it is open 
to us to enquire whether thrift is an unqualified economic 
good for the community as well as the individual, or whether 
on the contrary it may not sometimes be an economic evil. 
But if the latter theory is tenable then it follows that thrift is 
not always to be encouraged. And if we come to that con- 
clusion then the chief ground hitherto alleged and accepted 
in support of interest is taken away. For if thrift nee(^ no 
encouragement, but perhaps even repression, the practice of 
giving and taking interest is no longer required on public 
grounds, and it may even be permissible to ask if the views 
of Moses and Aristotle — which presumably had something 
to support them in the conditions of their own time but 
were not considered applicable when those conditions 
changed — may not after all have some validity now that 
conditions have changed yet again. 


II. Excessive Saving 

L et us consider the possible evils of excessive thrift. 

Even for the individual thrift can be pushed too far. 
Take the case of the miser who lives all his life in squalor 
and bunes his money in the ground. No one thmlra birp 
wise or admirable. And is not the world in much the same 
case when it goes on heaping up money and refusing- to 
spend it and in consequence cutting down its production 
and consumption of goods, and falling into a lower stan- 
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daid of limg, for man^ hardly exceeds that of the 
miser i 

It has been pointed out by an American writer that 
excessive saving, while it increases the nominal amount of 
a community’s capital, can actiully diminish its real value. 
For the real value of capital lies in the return that it gives 
in the vray of consumable goods. Imagine an isolated 
community whose annual output of goods is valued at 
j^l,ooo,ooo. Its practice has been to save 20 per cent, of 
this amount and to reinvest it in its producing plant. It is 
assumed that this reinvestment is sufficient to keep the 
plant in good condition, that is, to cover depreciation. 
The plant is valued at j(^io,ooo,ooo. That value remains 
constant as the depreciation written off equals the new 
investment each year. 

Now suppose that the community decides to save 
50 per cent, of its income every year instead of 20 per cent., 
and to apply the additional amount to enlarging its plant. 
The nominal capital value of the plant will go up because 
the new expenditure on it now exceeds the depreciation., 
But the amount which the community can spend on con- 
sumers’ goods produced by the plant has been reduced 
from ^800,000 to £$00,000 a year. Therefore the plant 
will only be able to turn out £$00,000 worth of goods every 
year instead of £800,000 worth as before — for it will have 
no -market for more. But the real value of the plant to the 
community consists in the consumable goods it produces. 
Its real value therefore has been reduced by nearly 40 per 
cent, although its nominal value has been substantially 
increased. The only result of the additional saving is to 
increase the capacity of the plant but to reduce its actual 
output and therefore its real value. 

We have taken the most favourable case — ^where the whole 
additional saving is applied to the provision of additional 
capital goods. Here, at any rate, there would be new 
productive capacity provided though it would lie idle. It 
is conceivable that after a period of financial readjustment 
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ftMzic migtit be found — hy the lowering of prices 9ad 
the cutting down of the return on capital — ^to bring the 
increased capacity into play and ao in the epd to increase 
the real value of the plant to the community. But suppoK 
that the additional saving is not applied to capital goods at 
all — or ceases to be so applied when it appears that the 
purchasing power of the community has fallen off and that 
there is no demand for additional production. In that case 
the additional savings would lie in the banli:8 and would be 
put to no use at all. The community would have more 
nominal capital — for it would have its plant plus money 
in the bant — but the real value of its total capital — ^that is, 
its yearly output of goods — would be less than before. 

Here it must be stated that in the world of fact expendi- 
ture on capital goods generally translates itself into expen- 
diture on consumers’ goods at one or more removes. If A. 
decides to build a new factory with his savings, a substantial 
part of the money is spent on the wages of the construction 
crew. They in turn spend it on consumers’ goods. Most 
of the rest of the money is spent on material — ^bricks, steel, 
etc. Again a substantial part of this goes for the wages 
of the brickmakers and foundrymen and is by them spent 
on consumers’ goods. At a further remove, the money 
spent by the steel company in purchasing ore and coal goes 
partly to pay the wages of miners. The result of the whole 
process is that A.’s expenditure, which was originally on 
capital goods, is turned into expenditure on consumers’ goods 
except for such part of it as the various recipients save as 
they go along. 

The same holds true when the capital goods are not of 
the kind called reproductive~for example when they are 
such things as schools, roads, bridges and public works in 
general. It follows that any increase in saving, which merely 
causes the diversion of purchasing power from consumers’ 
goods to capital goods, does not in practice much lessen 
the purchasing power applicable to consumers’ goods. For, 
as things work out, a great deal of the expenditure on 
ip8 
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capital gtxxla thmslates itadf at one or more removes into 
eaqaeaditnie on consumers' goods. , 

fint for this to happen it is necessaiy that the savings 
should be actually applied to the acquisition of capital 
goods, t.e.j that they should be spent on new construction 
in some form or another. If they are not — they merely 
lie idle as bank deposits — then we get the second case in 
our illustration. The purdiasing power applicable to 
consumers’ goods is diminished by the amount of the saving ; 
the output of these goods is diminished ; and the com- 
munity as a result of its saving becomes actually poorer in 
terms of real value, that is, in its day-to-dayjproduction 
of goods. 


III. The Influence of Interest 

I T is at this point that the influence of interest may 
become mischievous — ^in its tendency to bring about this 
second state of affairs, in which savings lie unemployed and 
goods fail to circulate or to be produced for want of a 
circulating medium. New capital, i.e., savings, has learned 
to expect as its proper prerogative rent, which is called 
interest, and that at the current rate. If it cannot get 
this rate it tvill lie idle. 

Everyone, therefore, who proposes to use capital reckons 
on having to pay interest — ^to others if he borrows ; to 
himself if he uses his own capital. In these circumstances 
no one wiU undertake a reproductive work unless he can see 
his way to earn at least the current rate of interest on his 
expenditure and something over for his risk. But the 
current rate of interest, ^s will be shown below, is generally 
higher than reproductive works will yield except when 
business is at its most active. And excessive saving will 
reduce the activity of business, for it will have lessened 
purchasing power. So it vnll create the very position 
which stands in die way of its own re-employment. 

As regards non-reproductive worb, these are generally 
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uodertaken goremments and public bodies. Here the 
undertakers have to raise the money by loan and to reckon 
on paying interest as well as nltimatdy repaying the capital. 
They can only get this interest through t^ levy of taxes. 
But when business is poor tax yields fall off, and they 
hesitate, if they are prudent, to impose new burdens on 
their revenue. Here again we have the same effect. 
Savings reduce purchasing power unless they are at once 
re-employed on capital goods. But the reduction of pur- 
chasing power causes poor business. And poor business 
prevents the re-employment of savings, because it diminishes 
or destroys altogether the probability that the current rate 
of interest will be earned or, in the case of public works, 
the probability that tax revenues will prove sufficiently 
elastic to meet the added strain. 

We have indicated that current rates of interest are higher 
than can be borne except in the most favourable times. 
Let us consider how this comes about. We will go back 
to the conception of interest as rent on capital. Rent on 
land must not be higher than the surplus which the tenant 
has left out of the produce of the land after paying his 
reasonable living costs and the cost of keeping the land in 
good condition. Otherwise cultivation will decay. Where 
the rack-rent system has prevailed, that is to say where the 
last farthing has been squeezed out of the tenant, this has 
been the result. Now the tendency of capital is always 
to work on the rack-rent system, that is, to exact all the 
rent that it can. As entrepreneurs are always wanting 
capital— just as the whole population of Ireland a hundred 
years ago wanted land — ^and as the pressure on democratic 
governments for public services and amenities makes them 
also eager borrowers, capital is able to make its own terms. 
If it cannot for the time being obtain those terms it can 
carry on a sort of informal strike and refuse to invest, 
letting its money lie idle. In this point capital has the advan- 
tage over the landlord. For the landlord, generally 
speaking, cannot let his land He idle if he cannot get the 
no 
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rent that he asks. If he did it would rapidly deteriorate. 
Moreover, it is probable that if cultivable la^d were with- 
held by its possessors from cultivation on a very large scale, 
merely because they could not get the rent they required, 
such action would be considered anti-social and would be 
dealt with by legislation. 

Let us suppose that the whole assets of the world were 
capitalised in terms of money. A greater interest on 
this capital could not be expected than the annual increase 
in the world’s wealth. The rate of this increase differs, of 
course, in different countries and at different times ; but it 
has been estimated that the average annual rate of increase 
over the whole is between 2 per cent, and 3 per cent. Even 
if the whole of this increase were applied to rent on capital 
— ^which would mean that no one except the owners of 
capital could possibly improve their position— it would 
not suffice to pay any rate of interest that has been current 
in modern times. The lowest current rate of interest on 
the very best risk, for example, the old Consols, was over 
2 per cent., and the average rate has always been substantially 
higher than this. 

How then, it will be asked, has the world gone on paying 
a rent on capital which it could not afford f The answer 
is that the assets of the world have only been very partially 
capitalised and even now it is only in the so-called progressive 
countries that the process of capitalisation has gone very 
far. 

The farmer who owns his farm goes on working it so 
long as it provides him with a subsistence. He does not 
know nor ask what inte rest it is paying on its capital value. 
It may be that in many years it is little or nothing, i^. that 
after providing his livelihood there is nothing left over. 
It is the same with an individual business. But if the 
farm or the business is turned into a limited company and 
capitalised, then the shareholders expect at least 5 per cent, 
return on the capital after providing for working expenses. 
If the capital is wholly in the form of shares the company 
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ma y go on thoogh no dividends are paid. Bat if the 
capitsd is partly in the form of debentures, then when the 
inter^t on these is not earned the company is bankrupt 
uid the undertaking may become derelict. 

The enormous growth of joint stodc companies in 
England and the United States has led to the capitalisation 
on a very large scale of most forms of property and most 
forms of business activity. The figure of capitalisation 
tends to be based on the productiveness of exceptional 
periods. An interest return is expected wi this higher 
than the rate paid on the government or municipal loans. 
This latter rate in turn is kept high by the constant borrow- 
ing for public improvements, which is a leading feature of 
modern government. This borrowing is not necessarily 
to be condemned : for it means the utilisation of the 
community’s surplus production for the purpose of 
providing public amenities : which is better than letting 
the surplus lie idle. But, as pointed out above, one result 
of it is that interest rates are kept higher than either 
business or taxation can bear. This becomes apparent 
from time to time and then new capital goes on strife and 
remains idle. 

It may be pointed out that the unduly high rate of 
interest which prevails in the modern economic world 
in itself leads to excessive saving. For appetite grows 
with eating. A man who has accumulated a. large capital,- 
and receives as rent on it a large claim on the world’s 
annual production, is likely in most cases not to exercise 
the whole of this claim by taking and using consumable 
goods (including the services of others). An^ instincts of 
thrift which he may have by nature are reinforced by the 
doctrines of orthodox political economy. The spirit of 
accumulation is still regarded as pra-seworthy as long as 
it does not turn to absolute miscrlin^s. A man who has 
an income of ,(^50,000 a year and spends only £s,ooo of it 
and saves the rest wotdd be acclaimed almost' everyndierc 
as a useful citizen. Consequently the more capital ao- 
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cumulates, and the higher the rent of it is, the greater is 
the proportion of the community*8 income which is not 
spent on consumable goods but is put aside in the form of 
savings. Moreover in a capitalist world everyone who has 
the opportunity strives to become a capitalist, and the 
savings of the rich are augmented by the savings of the 
moderately well-to-do and even of the poor. All this mass 
of saving is nothing but a claim on goods which has not 
been exercised but is held in reserve. If this claim were 
applied forthwith to the acquisition of capital goods there 
would be little mischief in it. For such expenditure would 
necessarily translate itself into expenditure on consumable 
goods, which would accordingly go on being produced. 
But when savings are held out of use — as they are for 
considerable periods, and in great volume — ^whenever 
neither reproductive worb nor public works can offer 
the current rate of interest which they expect, then the 
channels of production and distribution are blocked and 
the damage to the community is manifest, whatever may be 
the result to the individual saver. 


IV, The Error of Orthodoxy 

T he orthodox economist will reply at once : “ All this 
may be so. But if savings now frequently refuse to 
work because they cannot get as high an interest as their 
owners want, how do you better matters by abolishing 
interest altogether? Would not the result obviously be 
that savings would be hoarded, not periodically but all 
the time f If a man is not going to get any rent on his 
savings he will prefer to keep them in the form of money 
in the bank, instead of lending them to someone who will 
merdy undertake to repay the principal at a stated period 
or jJeriods. So you will get your immobilisation of pur- 
chasing power as a permanent condition, vriiereas now it 
merely happens from time to time.” 
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The ^^^l»mma is a real one for a highly industnalised 
society, in which the full use of its productive powers 
depends on the maintenance of a constant flow of money. 
Not can it be met if we assume that money, as a form of 
property, is peculiarly sacred and can never be subjected 
to the obligation which is imposed on most other forms 
of property — that of being kept in use. No organised 
society would allow land-owners as a whole to say : “ We 
have other means of subsistence ourselves and we will 
allow no crops to be grown until rents rise to our liking.” 
Or coal-owners to say: “No coal shall be mined until royalties 
go up.” Apart from anything else other forms of property 
are taxed whether they are idle or in use, and this alone 
compels them to be kept in use. Money is exempt from 
this form of pressure at present ; it can remain idle without 
deteriorating and without being taxed so long as it is not 
used. But this exemption is a matter of convenience, 
not of right. If it were taken away the power of savings 
to hold up the business of production would disappear. 

But, it may be said even if you can get over this 
difficulty, the further difficulty still remains that savings 
will hot be made at all — ^and therefore you will have 
no new capital, without which progress is impossible — 
unless they are attracted by the inducement of receiving 
interest, and a high rate at that. People will not deny 
themselves present enjoyment and withhold a part of their 
claim on consumable goods, if all that they are to get in 
the future is the principal amount of what they save now. 

But is tins true ? The ant and the bee save from a 
prudential instinct. They get no rent on their savings 
but only the use of the principal when they need it. 
Would not the same inducement be enough for mankind ? 
All the ordinary motives for saving would remain unim- 
paired — to provide for old age, or for the time when 
leisure was preferred to work— -to hand on property to chil- 
dren— to hold purchasing power in reserve— to enjoy the 
pleasure which comes from great possessions, or even 
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from the consdoosness of a bare independence. All these 
motives would apply to the accumulation pf claims^on 
future production, whether such claims carried a rent 
with them or not. The rate of saving might be slowed 
down : but that might be an advantage rather than an 
evil from the community’s point of view. Enough would 
surely remain to finance both new enterprises and new 
public works. The difference would be that the man who 
employed his own savings on reproductive works would 
have to take the position and the risks of an entrepreneur 
or a partner in enterprise. He might lose his capital or 
increase it. The nun who wished to make sure of his 
principal would be able to get that and no more. Repay* 
ments would be periodical. In other words borrowers, 
instead of paying interest, and repaying the principal 
amount as well, would pay ^ sinking fund but no interest. 

It is not the intention of this article to propound dog- 
matically a revolutionary theory of finance, or to suggest 
that the complete and immediate abolition of interest is a 
measure whidi can or ought to be undertaken forthwith. 
It is desired, however, to suggest that the excessive growth 
of so-called “ capital ” and its excessive expectations in 
the way of rent, which is called interest, are more respon- 
sible than sunspots for the periodic convulsions which shake 
the modern economic world. That the burden of interest 
has increased, is increasing and ought to be diminished. 
And that there is little likelihood of this happening so 
long as we rely implicitly on a financial system and financial 
dogmas which are based on theories framed to suit world 
conditions quite different from those now prevailing — 
theories which, even if they were true for the time when 
they were framed, are certainly not true for our time. 
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I. The Problem of Unemployment 

T here has been no more harassing problem for 
successive British Governments since the war than 
that of unemployment. Time and again the electors, 
disgruntled by the failure of one Government to find any 
effective solution, have returned its opponents to power, 
only to find themselves further disappointed, until they 
seem to have relapsed into smouldering disillusionment. 
Meanwhile the grim army of the workless, never less than 
a million strong and mustering over three millions in the 
trough of the depression, has been a reproach to our 
economic system and a menace to social and political 
stability. 

The maintenance of the unemployed has been an ex- 
tremely heavy charge upon the resources of the community. 
The policy of the “dole” has often been vigorously 
arraigned on an indictment of subsidising idleness aneb 
pauperising the working class. At home and abroad, it 
has been represented as betokening the decay of British 
character and the decline of British power in the councils 
aiid the markets of the world. To rebut such exaggerated 
accusations is not difficult, for one has only to demand 
whether their framers would have let the unemployed 
starve, or whether, had no provision for the support of the 
workless been made beyond the exigent confines of a 
deterrent poor law. Great Britain could conceivably have 
escaped some social upheaval. It is sufficient answer that 
the dole system was originally instituted to provide for 
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men who hsui coaw back from thft war, expecting ** a land 
fit for heroes to Kve m,” and found no jobs awaiting them, 
and was continued because the dearth of employment 
imposed itsdf as mttdb upon ^e industrious as upon the 
indolent, for reasons beyond their power to remedy. 

Nevertheless, in order to answer more moderate and 
.coherent charges of waste, it k necessary to enquire 
further into the character of unemployment relief. In 
the first place, our present system embodies a scheme of 
genuine insurance, in which the three parties to industrial 
and social risk — employers, workpeople and the State— 
contribute to a fund out of which is paid, as of right, 
compensation to those unfortunate contributors for whom 
the risk has become a reality. “ Dole ” is an altogether 
false title for such insurance benefit. In the second place, 
the dole was gradually grafted on to the insurance plan by 
a series of temporary expedients, each devised in the 
expectation, which was shared by all political groups, that 
high unemployment was an evanescent creature of ab- 
normal conditions. 

On that point we are now entirely disillusioned, but we 
must nevertheless analyse the composition of unemploy- 
ment before criticising or propounding possible methods 
of relief. The unemployed, even the basic million below 
which the total has ivever fallen since the 1921 riump, are 
not a ccmtinulng body composed always of the same 
persons. Since 1920 over 60 per cent, of insured workers 
have been registered as unemployed at some time or 
other. A sample analysis of the insured population in 
July, 1930, showed that 44*2 per cent, had dravim no benefit 
in the previous seven and a quarter years, 23 '9 p^r cent, 
had drawn benefit for less than 100 days out of a possible 
2,259 and a further io'6 per cent, had drawn benefit 
for Wween loi and 200 days. The Ministry of Labour 
concluded from the analysis that 

More or lek continuoua unemployment is confined to' a very small 
section of the insured population which cannot include more than 
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about 100,000 men and 3,000 women. This group represents the 
maTrimnm size of the “ Standing army ” of the unemployed. 

That conclusion by itself, however, would be misleading. 
A test of employabiUty, applied by sample, indicated that 
in February, 1931, some 467,000 men and 120,000 women 
were “unsuitable for submission to an employer for a 
local vacancy without exceptional features,’’ Of these, 
about 374,000 men and 97,000 women were handicapped 
by age or other physical defect, sometimes accompanied 
by inadequate industrial training, the remainder being 
handicapped by the latter disability only. The records of 
continuity of unemployment given above make clear that 
the “ too old ” group of the “ unemployable ” class changes 
in personnel quite rapidly, and that most of the remainder 
of the class get some work from time to time. Nevertheless, 
the 600,000 men and women coming within the Ministry’s 
classification do form a real “hard core” of unemployment. 

Another part of the hard core is laid bare by examination 
of the figures of unemployment in the different industries. 
About two-thirds of the workers rejected under the above 
test of suitability for employment are attached to industries 
with exceptional unemployment, where their disabilities 
are enhanced. Certain industries including over three 
million insured workers suffer from far more than 
average unemployment. If their unemployment from 
1927 to 1931 inclusive — ^a period which included both 
improving and sagging industrial conditions — ^had been no 
higher than the average of all other insured industries, the 
number of unemployed would have been 430,000 less. 
The industries in question include some, like docks and 
public works contracting, which always have a high level 
of unemployment because they tend to be the refuge 
of unemployed from other industries ; but the greater 
number are industries like coal, heavy iron and steel, 
shipbuilding, pottery, and textiles, in which, for a variety 
of reasons peculiar to the post-war period, capacity has 
largely exceeded the available market. The recent Royal 
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Commission estimated the redundant lal^ar force of a 
group of seven large industries with abnormally high 
unemployment at 400,000 at least, and possibly 700,000. 

The problem of unemployment is therefore not neatly 
so simple as some of the diatribes against the dole would 
suggest. The army of unemployed includes, among other 
important elements, the aged and infirm, untrained young 
people, the intermittently employed workers in casual or 
seasonal industries, those temporarily unemployed through 
normal shifts of production in every industry from firm to 
firm, and from area to area, and the redundant labour force 
of the depressed industries. These elements obviously call 
for different kinds of remedial treatment, as well as of 
maintenance. One of the chief charges levied against the 
dole system has been its failure to put the unemployed to 
work. Critics demand that the relief of idleness should be 
associated with the relief of destitution, for a number of 
different reasons — ^because such a measure would test 
the willingness of the unemployed to work, because it 
would give the Government something to show for its 
money, or because it would restore the physical and moral 
stamina of the unemployed. The example of some 
continental countries, especially Germany, has been adduced 
to illustrate our own backwardness in this matter. The 
extent, however, of the provision of “ remedial ” work in 
these countries has been much exaggerated. An investi- 
gator on behalf of a London daily newspaper, whose 
sympathy with the German endeavours was unmistakable, 
wrote about them as follows : — 

While the State schemes find occupation for some 750,000 people 
— a great proportion of them under open-air and countryside 
conditions — and while it seems plain that the same energy and 
initiative shown in Great Britain would immensely case our problem 
— there must remain in Germany some 5,000,000 at least who are 
completely idle. And their rates of unemployment pay are far 
below ours. . . . Enormous numbers are living on little more than 
bread and potatoes.* 

* J. L. Hbdson in the Neas~Cbnmicky December i, 193*. 
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The of this couatrjr to emokte the Contineiit^ 

work schemes is limited by three main factors : the hifh 
standard of hfe maintained and insisted upon by workers 
and workless, the urban concentration of population, and 
the duracter of the unemployment from which we suffer. 
Finance has played a very big part. The returns of the 
Unemployment Grants ^mmittee show that, in round 
figures, it cost £ 1 , 000,000 to keep 4,000 men in employ- 
ment for twelve months. Unemployment benefit paid to 
the same number of men for the same period would have 
cost only about ^226,000 at current rates of benefit. “ It 
is doubtful,” commented the recent Royal Commission, 
“ whether the economic value of the work done approaches 
the difference between these sums.” It is clear, further- 
more, that setting men to work on the land or on public 
schemes is neither a practicable nor a desirable expe- 
dient to apply to most of the constituent groups of the 
unemployed. When we turn to the question of training 
for new employment, and transference to new areas, we 
meet this insurmountable difficulty, that just when the 
need is greatest the opportunities are least. Almost 
invariably, when the depressed industries are at their most 
depressed, the more prosperous industries are also suffering 
from abnormal unemployment. This argument, however, 
loses much of its cogency when applied to the training of 
juveniles. The opportunities, moreover, do not end 
there. The work of the Society of Friends and other 
voluntary associations in providing occupation for the 
unemployed on work of social, though of low commercial, 
value has won the admiration of the country. The local 
authorities have also done something in the way of pro- 
viding centres where instruction is given in physical drill, 
the repairing of boots and clothes, gardening, and so on; 
but provision of this kind is generally felt to have been 
hopelessly inadequate. The first, because the most urgent 
problem of unemployment is that of maintenance ; but 
scarcely less urgent and no less important is that of restor- 
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lAg the moamle, strength, the dvie and industrial 
capadtjr of the chroqicahy t^rldess. 


II. “The Pole” anp the Poor Law 

W ITH the publication of the Government’s Unem- 
ployment Insurance Bill, the problem of the able- 
bodied poor reaches a new and perhaps a final stage. In 
1908 the majority and minority reports of the famous Poor 
Law Commission agreed that a system of unemployment 
insurance should be established, and further, that able- 
bodied unemployed not covered by insurance should be 
granted relief on special conditions ; but they differed on 
the question, which is now in the forefront again, by what 
means such relief should be administered, the minority 
favouring a national system and the majority preferring 
the use of existing agencies of poor relief. 

In 191 1 a system of national unemployment insurance 
was established, under which the employers and employed 
in the insured industries, and the State, contributed weekly 
to a fund out of which unemployment benefit was paid; 
but it was not until 1920 that the scheme was extended 
to cover all industries except agriculture, domestic service, 
and such trades as might contract out. By this time the 
principle of insurance was already being clouded by the 
attachment to the scheme of non-insurance reliefs, granted, 
in the first instance, to those demobilised from war services, 
but later applied, as a result of the 1921 slump, under the 
title of “ extended benefit,” to those who had exhausted 
their insurance rights through prolonged unemployment. 

There were three main reasons for thus burdening the 
insurance scheme with non-insurance doles. The first 
was a vain expectation that the excess unemployment would 
be a temporary phenomenon. The second was the un- 
doeirability of laying upon workers who were genuinely 
seeking employment the personal and social -stigma of 
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application to the poor law, which woiild otherwise have 
been their only available resort. The third reason was the 
financial and administrative desirability of keeping all the 
unemployed under a single authority, responsible for 
remedial measures and for the employment exchanges. 

The Exchequer paid the cost of “ extended benefit,” but 
even so trade depression drove the insurance fund into 
debt. The conditions of benefit varied from time to time, 
but from 1928 onwards, following the report of the 
Blanesburgh Committee, each applicant for benefit was 
required to pass the unexacting test of having made thirty 
weekly contributions in the past two years. Until March, 
1930, he had also to show that he was “genuinely seeking 
work,” Subject to these conditions there was no time 
limit to the grant of benefit. “ Transitional” benefit, found 
by the State, was granted to unemployed persons who 
could not pass the insurance test, but could show that 
they had made eight contributions in the previous two years 
or thirty at any time. 

The finances, however, of unemployment insurance 
deteriorated rapidly as the world depression set in. In 
the course of 1930 the Labour Government set up three 
bodies to discuss the problem of unemployment insurance : 
a three-party parliamentary committee, a committee of the 
Economic Advisory Council, and finally a Royal Commis- 
sion. Each of these bodies concentrated on the twin 
problems of putting the unemployment fund on an “ in- 
surance basis ” — ^that is, of making the contributions balance 
the outgo, over what might be actuarially regarded as an 
average period — and of making special provision for those who 
exhausted their claims on the fund. The Royal Commis- 
sion presented an interim report in June, 1931, by which 
time the debt of the unemployment insurance fund ex- 
ceeded ,f8o million and was increasing rapidly. The 
G)mmission proposed a reduction of benefits and an 
increase of contributions, stricter limitation of the period 
both of insurance and of transitional benefit, and the 
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application of the “means test to transitional benefidaries. 
The Labour Government went out of office m August, 
1931, partly by reason of its failure to face the Issue thus 
presented, after passing an “Anomalies’* Act which 
tightened the terms on which married women, part-time 
and seasonal workers, and other special classes might draw 
unemployment benefit. 

There is little doubt that the insolvency of unemploy- 
ment insurance finance, which was given such outstanding 
emphasis by the May Economy Committee, provided one 
of the chief causes of the flight from the pound in the sum- 
mer of 1931 and the consequent abandonment of the gold 
standard. The so-called “dole” system has also ^n 
heavily criticised abroad, especially in the United States 
before adversity forced on dut country the practical con- 
sideration of the same problems, on the ground that it 
demoralised the recipients of benefit and sapped the 
industry of the workbg class. Unfortunate, however, as 
the effects of the dole may have been in that direction, they 
can hardly have been more demoralising than unemploy- 
ment relieved only by the possibility of a resort to the 
poor law. Moreover, the unemployment benefit system 
had the great advantage in a time of business depression 
that it kept alive the circulation of money among classes 
of people and in industrial areas where the only alternative 
was the complete destitution, not merely of the unemployed 
themselves, but also of tradesmen and others dependent 
on the expenditure of their incomes. In this way, the 
system had an important effect in counteracting the dismal 
cycle of monetary deflation. 

Meanwhile a further step towards the “ nationalisation 
of the poor law,” which had been adumbrated by the 
minority of the Royal Commission of 1905-8, had been 
taken outside the sphere of unemployment insurance. Mr. 
Neville Chamberlain’s conq>rehcn8ive Local Government 
Act of 1929 abolished the old boards of guardians and 
placed the administration of poor relief under public 
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assistafice committees of the cotmtjr councils and the 
councils of ^ great dries. At the same time the ** blodk 
grants ” made by the Exchequer in relief of these authorities’ 
funds were regulated according to a formula in which an 
important factor was the level of local unemployment. 
When, later in 1931, the main recommendations of the 
Royal Commission’s interim report were adopted by the 
National Government, the application of the “ means 
test ” to transitional beneficiaries was handed over to the 
public assistance committees. 

The Royal Commission on Unemployment Insurance 
produced its final report* in November, 1932. The majority 
proposed to establish the solvency of the unemployment 
insurance fund by a cut in the benefit to single persons, by 
limiting the period over which insurance benefit could be 
paid, and by imposing more stringent regulations on the 
grant of benefit to partially employed workers. Their 
calculations were based on the very cautious hypothesis 
of three million unemployed. Otherwise, they did not 
recommend any major chan^ in the character or adminis- 
tration of the insurance scheme proper, though they 
suggested that it might prove possible to set up a special 
scheme for agriculture. Their most striking recommenda- 
tions related to provision for those ablebodied unemployed 
who for one reason or another fall outside the insurance 
scheme. In this connection they saw no reason for differ- 
entiating between workers who normally work in insurable 
employment and those who normally work in uninsurable 
employment. The majority of the commission felt that 
the system of discretionary payment adjusted to individual 
needs, under the admimstration of local authorities, should 
be continued, but they regarded the actual system of 
administration as unsatisfactory in five respects : 

1 . The means test was not administered on uniform principles. 

2. Some of the areas of administration were too small. 

* Cmd. 418J. 
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Tbe oe&tral tallkority kad uitaAdent reipoiu^t)r fair 
standards of admisistratum and cotild not enerdse efisctiTe control. 

4, The central authoritr concerned (the Ministry of Health) wu 
not primarily an industrial authority and was not otherwise directly 
concerned with unemployment. 

5. The local authorities had no financial respotuibility for the 
adi^nistration of the means test. 

They recommended the appointment of a statutory 
commission which would keep the insurance scheme 
constantly under review and suggest changes necessary to 
keep its finances on a sound basis. The statutory com- 
mission should also maintain a close watch over the develop- 
ment of the arrangements for unemployed workers outside 
insurance, and, before issuing general directions with 
regard to those arrangements, the Minister of Labour 
should seek the commission’s advice. Non-insurance 
benefit should be administered, under such central direc- 
tion, by new statutory committees of the local authorities, 
separate from the existing public assistance committees. 
Since the majority of the Royal Commission regarded it as 
desirable that each locality should retain a financial interest 
in its own employment situation, and as undesirable that 
local authorities should administer funds in which they 
had no financial interest, they suggested that each area 
should bear the cost of unemployment relief up to the 
extent of a 4d. rate. They thought that this burden 
would be balanced by the removal from the Ordinary public 
assistance scheme of workers not at present insurable and 
therefore not entitled to transitional benefit. 

It will be observed that the majority report followed the 
lines of the majority report of 1908, and of the temporary 
expedient introduced by the present Government in 1931, 
in turning over to local authorities the administration of a 
scheme which would be governed by national rules and paid 
for almost entirely out of the national Exchequer. The 
minority of the Royal Commission, on the other hand, 
held that the division of the unemployed into two classes 
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was fundanttntally unsound, and proposed, thereiore, a 
sini^ scheme giving a statutory right to benefit to all 
workers who should compty with the general conditions 
imposed. The scheme, which would be administered by 
the Ministry Labour through the employment exchanges, 
would be financed partly by contributions from employers 
and workpeople, but the remainder of the cost would be 
borne by the Exchequer without any contributions from 
local authorities. The minority were opposed to a means 
test, but if one were applied it ought to be administered at 
the labour exchanges under rules laid down by Parliament. 


III. The Govexnment’s Bill 

I N principle, the measure presented to the House on 
November 8 stands midway between the majority and 
minority reports of the Royal Commission. While rejecting 
the minority’s plan for a unitary service in which the dis- 
tinction between insurance and non-insurance benefit 
would disappear, the Government have decided on a 
national system of administration, as opposed to the 
reliance on local authorities favoured by the majority of 
the Royal Commission. It is credibly reported that they 
were compelled to take their decision by the refusal of some 
Labour-controlled local authorities to administer unem- 
ployment relief on the terms laid down in the Bill, that is 
to say, under a test of household means. Whatever the 
motives of the Government may have been, the most 
important feature of their Bill is that it will take all 
but a very few of the able-bodied unemployed definitely 
outside the local poor law. Local authorities will no 
longer have either the duty or even the right to relieve 
those who come within the unemployment 
scheme. 

The first purpose of the BUI is to establish a solvent 
insurance system proper. A Statutory Committee is to 
126 



The G^einmeiit’s Bill 

be set op to report from time to time bn tbe fimmoAl 
position of the insurance scheme and to reqommend any 
changes required to meet a deficit or dispose of a surplus 
on t)^ insurance fund. The Minister of Labour is given 
power, subject to parliamentary approval, to bring the 
recommended changes into force. Another duty of the 
Statutory Committee is to make proposals for insuring 
agricultural workers against unemployment, but legislation 
will be necessary before any such scheme can become 
operative. The balance of the income and outgo of the 
unemployment insurance fund is assured for the time 
being by specific financial provisions, which aim at the 
amortisation of the present debt of ^^115 million in 40 
years or less. There are to be no changes in the present 
rates of contribution, and no general change in the rates 
of benefit. Hovirever, the terms of benefit are to be relaxed 
in several directions — a concession made possible by the 
steady earning of surpluses by the fund at the present 
level of unemployment. The present condition that a 
claimant who has paid 30 contributions in the past two 
years may draw up to 26 weeks of benefit in a year is to be 
continued, but in addition it is provided that a claimant 
will be entitled to extra weeks of benefit in proportion to his 
contribution record in the past five years. The age of 
entry into insurance is to be lowered to the school-leaving 
age, at present 14, and the age at which benefit becomes 
payable is to be lowered to 16, while parents are to draw 
dependants’ benefit on account of children between 14 
and 16 who are unemployed for reasons beyond their 
control. These provisions are accompanied by a wide 
extension of instruction courses, which is estimated to 
cost the Exchequer about ^^50,000. Attendance at junior 
instruction centres will be compulsory for all unemployed 
youths and girls between 14 and 18 unless there are good 
reasons why attendance shodd be excused. In addition to 
these courses for juveniles, the Minister of Labour is given 
power to provide training courses for persons over 18, 
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4]id attendance majr be made a condition oi the receipt o{ 
beimfit. 

.Apart from the choice of a national system of adminia- 
tration, the most important feature of the provision for 
the unemployed who cannot claim insurance benefit is 
its inclusiveness. By including the able-bodied unem- 
ployed who would normally follow any occupation in respect 
of which contributions are payable under the Widows’, 
Orphans’, and Old Age Contributory Pensions Acts, 
it adds another 4 million to the 12 million persons at 
present covered by the unemployment insurance system. 
The scheme will work under a new central authority called 
the Unemployment Assistance Board, which is to take over 
all the duties of public assistance committees in regard to 
transitional payments and the administration of out-relief 
to the able-bodied unemployed. It will consist of not more 
than five members and will work through its own local 
officials, from whose decisions there will be a limited 
power of appeal to local appeal tribunals. These will each 
consist of a member appointed by the Board, a representative 
of the workers, and a chairman nominated by the Minister. 

The Minister of Labour will be responsible to Parlia- 
ment for the general policy of the Unemployment Assistance 
Board, but he will have no responsibility for individual 
decisions. While parliamentary approval will be required 
for the regulations governing the application of the means 
test, application to individual cases is to be a matter for 
administration by the Board. The omission of certain 
classes of resources from the calculation of means, for 
instance disability pensions, which was granted in the 
Determination of Needs Act of last year, is to be con- 
tinued. The Board is to co-operate with the Minister of 
labour in providing courses to enable unemployed persons 
to regain physical fitness, and (subject to the applicant’s 
right of appeal) they may require him, on penalty of for- 
feiture of benefit, to attend a work centre specially pro- 
vided for the purpose, or in recalcitrant cases to enter a 
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workfaoose. . It is estiouted that the providoO-df training 
courses will cost the Board 1^750,000 per annum, in ad<^tion 
to the present charge on the Ministry of Labour vote. 

Apart from cases of sndden necessity, local authorities 
will no longer have the power to give out*relief to those 
who are entitled to apply to the Board ; but they will 
continue to provide for the sick, the aged and infirm, and 
they will also be responsible for the medical needs and 
institutional or clinical treatment of persons who otherwise 
come under the Board. There is no final financial settle- 
ment in the Bill, but it is proposed that local authorities 
should pay to the unemployment assistance scheme three- 
fifths of what they would have spent, but for the present 
Bill, on the out-relief of the able-bodied poor. 

Although the Bill has been generaUj' welcomed by 
journals supporting the Government, and was described 
by the Manchester Guardian as “ a better Bill than most 
of us would have expected this Government to introduce,” 
it has certainly not escaped criticism. The following are 
among the more important objections raised ; — 

(a) It is unfair to saddle the unemployment fund with a debt 
incurred at a time when, in fact, the fund was distributing disguised 
relief as well as benefit. 

(b) It will prove impossible in practice to leave to an extra-parlia- 
mentary authority the operation of the means test and the decisions 
of appeal tribunals, especially as the Minister’s representative would 
have to decide disputed appeal cases. 

(f) The administration by a central board will tend to be bound 
by order and regulation and to lose its elasticity. 

(d) The new assistance scheme ought to have been more closely 
integrated with the machinery of the employment exchanges. 

(a) There is inadequate parliamentary authority over the Statutory 
Commission which controls the finance of the insurance scheme. 

(/) The continuation of the means test, and the powers of the 
Unemployment Assistance Board to make the grant of relief con- 
ditional on the claimant’s attendance at a training centre, or entry 
into a workhouse, render the Bill “ an instrument capable of being 
used with the greatest harshness and injustice by a Tory Minister.” 

(j) More bluntly, the unemployment assistance scheme, with its 
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menu teat and penal promiona, ia a ** glorified poor law aTetem,” a 
“ meaave to panperiae the unemployed.” 

The fact is that Labour has set itself implacably against 
the means test, by whomsoever it may be applied, and 
the agitation against it has already led in certain areas to 
a minor breakdown of local administration. The Govern- 
ment will face a bitter fight over their Bill, and there is 
no end in sight to the long struggle between those who 
regard the relief of destitution as the duty of the State 
and those who regard it as the right of the destitute. 
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INDIA : THE TRAIL OF ANARCHY 


I. Mr. Gandhi and the Congress 

T he last Round Table article from India took note 
of the existence of marked dissensions within Congress 
and of the bewildered criticism of its leaders, arising from 
Mr. Gandhi’s refusal to accept the failure of the ciril 
disobedience movement and from his decision, while 
temporarily abandoning mass action, to pursue the move- 
ment in its “individual” form. His next move was 
naturally awaited with anxious interest, and rumours were 
rife that he intended something highly spectacular — 
something in the nature of a wholesale immolation of 
himself and of his devoted followers of the Sabarmati 
Ashram* in a fast unto death. What actually occurred 
was far more prosaic. He announced his intention of 
setting forth on the morning of August I, with some of the 
inmates of the Ashram, on a march to the village of Ras in 
Kaira district to urge the inhabitants to practise “ indi- 
vidual ” civil disobedience. In the early hours of the 
appointed day he and his followers were duly arrested 
under section 3 of the Bombay Special Emergency Powers 
Act of 1932. He was transferred to Poona and, after being 
served vrith a restraint order under section 4 of the same 
Act, was released. On his making it clear, however, that 
he intended to disobey the order, he was rearrested and 
subsequently tried and sentenced to one year’s simple 
imprisonment. 

The projected march bore a curious and ominous re- 

* A senu-monastic inatitutioii for retreat and atudf . 
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semblance to that whidi he conducted with such devasta- 
ting effect in 1930 with the intention of breakmg the salt 
laws at Dandi. It must hare been as plain to Mr. Gandhi 
as it was to the country generally that Gorernment, 
profiting by the lessons of the past, would promptly 
rearrest him, and the conclusion is therefore irresistible 
that his decision sprang not so much from any faith in its 
aggressive value or in the continued amenability of Govern- 
ment as from a very human desire to “ save face.” 

The response to his lead was meagre, and the only 
prominent Congressmen who followed him into prison 
were Mr. Aney, Mr. Rajagopalachariar and Mr. Jairamdas 
Daulatram. A few lesser lights were arrested in other 
parts of India ; half-hearted efforts were made in some 
places to revive the picketing of foreign cloth shops ; and 
some slight recurrence of activity by Red Shirts was 
evidenced in the North-West Frontier Province; but, 
taken by and large, the reaction was negligible. 

It was not, of course, to be supposed that Mr. Gandhi 
would do anything so humdrum as to accept his return to 
prison with the true resignation of a satyagrahi. To do so 
would have been to deny the politician in himself and to ignore 
the immense possibilities of agitation offered by the coming 
maturity of the proposals for the reformed constitution. 
It will be remembered that, during the latter part of his 
previous detention, that is, after the ratification of the 
Poona Pact, he was granted special permission to do 
harijan* work in jail. He now demanded, on August 4, 
the same facilities, remarking that this work could not be 
interrupted except at the peril of his life. On August l6 
he was informed of the authorities’ decision that, to facili- 
tate the purposes of work strictly confined to anti-untouch- 
ability, he would be permitted to receive newspapers and 
periodicals, but not to give interviews for publication in 
the press, whether with press correspondents or with others ; 

• I.I., work for the u&touchable movemeat. 
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to see not amt two vwtcffs a clay ; to tend iastrao 
tions or coatriboticHis to the editor of the Harijan three 
times a week and a limited number of letters to other 
correspondents: and to have at his disposal a conyict 
typist and books and newspapers needed for harijan work. 

Professing to regard these facilities as giving him inade- 
quate scope for bis labours against untouchability, Mr. 
Gandhi decided once again to fast. Government, in a 
communique, explained that, in the exceptional circumr 
stances prevailing immediately after the Yeravda Pact, they 
had permitted Mr. Gandhi special facilities as a State 
prisoner, in order to enable him to inaugurate a movement 
to which he appeared to be devoting his whole attention, 
but pointed out, in the first place, that permission to do 
harijan work in prison was in no sense inherent in the Fact, 
and second, that the circumstances of his present detention 
were very different in that, after a brief period of freedom, 
obtained on a non-political issue yet employed almost 
exclusivel]!' for political ends, he had courted imprisonment 
by a deliberate breach of a law totally unconnected with 
untouchability. He had therefore no title to any privileges 
over and above those allowed to art “ A ” class prisoner 
They were, however, reluctant to take action which could 
be regarded as unreasonable interference with the work of 
social reform or to take their stand too rigidly on the fact 
that Mr. Gandhi was, of his own deliberate act, a prisoner 
convicted of a breach of the law. In spite of the incon- 
venience to jail discipline and the anomaly of the position, 
they had allowed Mr. Gandhi such facilities for pursuing 
his work of anti-untouchability as enabled him to make 
important and effective contributions towards it. They 
pointed out that his present claim to be allowed from 
prison to carry on his harijan work without “ let or hin- 
drance ” amounted to a refusal to accept for himself the 
normal concomitants of imprisonment, and was, in effect, a 
claim to dictate its terms. They were satisfied that the 
facilities which they now allowed were ample to enable 
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him to amdact inch trork in favour oif the removal of 
ontonchability as was, in the circumstances, reasonable. 

To the unbiassed observer, the line taken by Government 
was unexceptionable and, indeed, generous, but it came 
in for the usual criticism from pro-Congress newspapers, 
which took exception to the distinction drawn between 
Mr. Gandhi as a State prisoner and Mr. Gandhi as an 
ordinary political convict. They considered that excep- 
tional facilities, having once been given him, should have 
been continued, and that, as one paper put it, “ Govern- 
ment had now introduced irritating and insulting restric- 
tions which were merely an ebullition of bureaucratic 
petulance generated by a complacent sense of power.” 
In other quarters, however, Mr. Gandhi’s unreasonableness 
was appraised as an unjustifiable attempt to obtain pre- 
ferential treatment, or, alternatively, as providing a means 
of escape from the politically restrictive walls of his prison. 

The next development was what was expected. To 
prevent Mr. Gandhi from committing suicide in jail, he 
was released on August 23. Government countered any 
misunderstanding of their motives by making it clear that 
the release had been effected purely for medical reasons, and 
that, should Mr. Gandhi, on recovery, resume activities in 
furtherance of the civil disobedience movement, he would 
be arrested again, and on conviction would be permitted no 
greater facilities for harijan work than he was allowed on 
the last occasion. 

The immediate result of his fast and release appears to 
have been generally damaging to his prestige. It was 
pointed out that he took conspicuously little interest 
in the harijan movement when he was last at liberty and 
that he appeared to interest himself exclusively in it only 
when in jail ; that, although claiming to be the repre- 
sentative of the poor and lowly, he seemed incapable of 
accepting with them the consequences of imprisonment, 
and that by means of his fasts he had twice within four 
months regained his personal liberty, leaving behind him 
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taznj fdJowers who neither asked for nor (^>tu9ed special 
privSeges in jail and who went there solely a^ his instiga- 
tion. 

With his release and, shortly afterwards, that of Pan,dit 
Jawahar Lai Nehru — on the expiry of his sentence — 
the clamour for the adoption by Congress of some “ con- 
structive ” policy was redoubled. It was hoped that, if 
Mr. Gandhi was not to be weaned from civil disobedience, 
at any rate Pandit Jawahar Lai Nehru would not be slow to 
propound some fresh policy for the party. The two leaders 
conferred in private from September 9 to 12, and subse- 
quently exchanged letters through the press. These, 
however, were so void of constructive proposals that they 
served only to increase the bewilderment of their followers 
and to render more strident the complaints of those who 
desire a reorientation of Congress policy based on decisions 
reached at a meeting of the AlUndia Congress Committee. 

In this correspondence both Mr. Gandhi and Pandit 
Jawahar Lai Nehru were agreed that Congress stands for 
complete national independence, which the Pandit regards 
as including full control of the army, of foreign relations 
and of the purse; but, for the rest, their letters were 
obscure, consisting, on Mr. Gandhi’s part, of insistence 
on the fostering of communal unity, the removal of un- 
touchability and the universalisation of khaddar, and, on 
the Pandit’s, of advocacy of a semi-communist programme. 
Both were agreed that no useful purpose was to be served by 
holding a meeting of the AU-lndia Congress Committee. 

These letters had an astonishingly bad press. Not a single 
nationalist newspaper of importance showed any enthusiasm 
about them, and sevferal of the most influential pro- 
Congress and liberal papers, such as the Bombay Chronicle, 
the Leader, the Tribune and the Hindustan Times, frankly 
and emphatically condemned the policy outlined in them. 
The main ground for dissatisfaction was that the statements 
completely failed to suggest any practical programme for a 
Congressman to follow. The “ individual ” civil disobedi- 
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eiice programme, even at that date, waa gen^a^ Teoog- 
nked to be altogether moribund; and it rras realised 
that so long as the movement was nominally retained as an 
item in the Congress programme it was bound to obstrnct, 
if not actually to paralyse, any constructive political 
activities that Congressmen might endeavour to take. 
The refusal of Mr. Gandhi and Pandit Jawahar Lai Nehru 
to consent to a definite abandonment of the movement was 
therefore felt by a large number of followers to be a grave 
strategical error. Further, Pandit Nehru’s preoccupation 
with theoretical socialist or communist doctrines was con- 
sidered premature and dangerous, since, by antagonising 
three powerful sections of Indian society, namely the 
Princes, the landlords and the industrial magnates, before 
the Congress goal of independence of Great Britain had 
been attained, it would needlessly and inevitably postpone 
political advance. The Congress rank and file, therefore, 
continued energetically to clamour for a meeting of the 
All-India Congress Committee to consider a fresh pro- 
gramme and to restore the principle of democracy in the 
Congress organisation. 

The Pioneer, an Indian-owned paper of Lucknow, 
pointed out that while Pandit Jawahar Lai Nehru had been 
cautious enough to refrain from challenging the Mahatma’s 
title to leadership, he had left no doubt as to the fact that 
they had come to the parting of the ways. While accept- 
ing Mahatma Gandhi’s methods he repudiated the funda- 
mentals of his political philosophy. His plan clearly 
was to organise an economic movement in which the 
Congress has not so far been primarily interested. 

If Pandit Jawahar Lai Nehru’s views find favour (the paper said), 
the Congress must necessarily become a changed organisation, 
drawing its support in quarters very different from those to which 
it loob at present ; the trend of its activities must be towards class 
war. 

The Hindustan Times, a pro-Congress paper in Delhi, 
declared that, in his passion for the abolition of privileges 
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in human aodety, Pan^t Jawahar Lai Nehru nude light 
of the fact that for an 7 equalitarian plan of Redistributing 
wealth it is essential to capture the political machinerjr; 
that so rigid are the sanctions of traditional law with regard 
to property in India that it is impossible to correct mal- 
adjustments by extra-legislative processes ; and that, 
against the plea that levelling down has a direct political 
objective, there is the argument that these are affairs 
of domestic adjustment which could be pursued only after 
the power vested in outside hands was re-acquired by the 
nation. The Pandit, in a recent statement to the press, 
has afforded further occasion for criticism of this kind by a 
destructive analysis of the capitalist System and by a blunt 
indication of his preference for a programme which, by 
“ divesting vested interests,” would aim at establishing a 
socialist proletarian state. 

Whither, we must ask then, is Congress trending ? Will 
it abandon civil disobedience and the negative policy of 
destruction 1 Or will it once again toe the line drawn by 
Mr. Gandhi ? Has civil disobedience failed ? Or will it 
be revived in opportune season i It may be of profit, in 
considering the welter of confusion which now is Congress, 
to concentrate attention on what is tangible. There is 
the decision of Mr. Gandhi, after an exchange of views with 
Jawahar Lai Nehru, not to seek imprisonment for the 
period of a year ; until, in effect, the term of his last 
sentence would ordinarily have expired, and until, more- 
over, the time when agitation against the reformed con- 
stitution can most effectively be whipped up. There is 
his re-affirmation of his faith in the efficacy of civil dis- 
obedience. There is Jawahar Lai Nehru’s support of this 
policy and his present comparative passivity, in face of much 
exhortation to action and criticism of inaction from the 
body of Congress. There is the patent unwillingness of 
both leaders to call a meeting of the All-India Congress 
Committee. 

What does all this portend ? Here we have two leaders, 
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completelT' irrecondlable to the measure of self-goremment 
whidi, iu reasoned opmion, is all that India can digest, 
deliberately pursuing a policy of inaction and deliberately 
evading any measures that might permit Congress to 
effect a change of policy. Is Mr. Gandhi a disillusioned 
old man clinging piteously to a discredited theory and the 
shreds of his diminished prestige ? Is Jawahar Lai 
Nehru robbed of incentive to aggressive action by his 
communist leanings and his knowledge that their further- 
ance would split Congress in twain ? Or are they both 
more long-sighted than their critical and impatient followers, 
and do they see in the revival of civil disobedience at a 
more convenient time greater possibilities of influencing 
the final form of the reformed constitution than could ever be 
achieved by any form of present action which discarded 
this weapon f Each of these theories has its adherents. 
It is, of course, argued that recent experience has shown 
that, with firm handling, civil disobedience has proved 
emasculate. But does Government wish to introduce the 
reforms in an atmosphere of intensive agitation, with the 
dark cloud of a threatened revival of civil disobedience in the 
background ? And do Mr. Gandhi and Pandit Jawahar 
Lai Nehru intend employing that threat in order to extort 
further concessions, or will they try to utilise the agitation 
to render the reforms unworkable ? And can civil dis- 
obedience be said to have failed, when it has driven Great 
Britain so far along the path of reform, and when it has 
instilled far and wide an aggressive militancy which bodes 
ill for a reasonable attitude towards the new constitution i 
As one paper recently remarked : “ Congress is supposedly 
dissolved but the Congress spirit is widely present.” 
Never has Mr. Gandhi’s stock stood so low ; but it would 
be unwise, in view of the many obvious difficulties with 
which the Government of India will be confronted in the 
next year or so, to assume that he will find no opportunity 
for raising it. 
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II. Terrorism in Benoai. 

T he growing confidence in the eflicacy of the measures 
adopted by Government to combat the terrorist 
menace in Bengal received a rude, if temporary, setback 
with the news of the murder on September 2 of Mr. Burge, 
the District Magistrate of Midnapore. Remarkably success- 
ful captures of arms and ammunition by the police in the 
last few months had indeed given cause for disquiet as well 
as for satisfaction, and an attempt on July 25 to blow up the 
Governor of Bengal’s special train had suggested that op- 
timism was certainly premature ; but the actual news of the 
murder was received with a horror accentuated by the fact 
that Mr. Burge was the third successive District Magistrate 
at Midnapore to die at the hands of political assassins, his 
two predecessors, Mr. Peddie and Mr. Douglas, having been 
shot in 1931 and 1932 respectively. The feeling of nausea 
engendered by this most recent instance of political perver: 
sion was for a few brief days so patently general as to induce 
the hope that a new era had dawned, in which Congressmen 
would join forces with their political enemies in the creation 
of a sane public opinion, and condemn the vileness and the 
futility of these outrages. 

The leading articles in pro-Congress papers, particularly 
in northern India, were at first unexceptionable in tone, 
and an unusually large number of resolutions denouncing 
the outrage were passed by public bodies. Almost the only 
discordant note was sounded by Mr. Gandhi, whose 
qualified condemnation of the crime was rightly described 
by one newspaper as a back-handed attempt at the justi- 
fication of murder. It soon, however, became apparent, 
with the infliction on Midnapore of the necessary protective 
and punitive measures, that Congress opinion, in Bengal 
at any rate, was swinging back once again to a tacit en- 
couragement of terrorism by resistance to, and criticism of, 
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the steps essential to combat it. The result has been a 
deiiaite embitterment of feeling and a violent criticism of 
official action at Midnapore after the murder on the ground, 
on the one hand, that Government resorted to indiscrim- 
inate searches, and on the other, that it took an inordinate 
time in making those searches. The measures that are now 
being taken include an increase of the annual police force 
bjr a hundred men (at the expense of the inhabitants for 
one ^ear at present), an increase in the local intelligence staff, 
and the application of the rules in force in Chittagong under 
the Suppression of Terrorist Outrages Act. This last pro- 
vision will enable the authorities, should they so desire, to 
control the movements of suspects and to impose a curfew 
order when and where required. 

The tragedy was rendered more poignant by the personal 
character of Mr. Burge, who was kindly, accessible and 
friendly to Indian aspirations, and by the circumstances in 
which he was shot ; in aggravation of the constant risk he 
ran of assassination, he tvas about to play football for one 
Indian team against another. 


HI. The Meerut Case 

T he judgment pronounced on August 3, in the appeals 
by the twenty-seven persons convicted in January Jast 
in the Meerut communist conspiracy case, whereby nine 
accused were acquitted and the remainder sentenced to 
terms of imprisonment greatly reduced below those 
awarded by the Sessions Court, revived once more the 
criticisms that had appeared in the press on the subject of 
the severity of the original sentences, the length of the 
trial and the wisdom of Government in having initiated it. 
On the whole, however, the reaction to the judgment in 
India was satisfactory, and a good deal of the criticism has 
been directed less to the merits of the case than to the 
question of the defects in the criminal laws which made it 
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possible for the trial to be so protracted. To the extent 
that these criticisms serve either to induce a salutary prun- 
ing: of the tedious processes of the law, which were pro* 
longed in this particular instance by the obstructive tactics 
of the accused themselves, or to point to the need for more 
definitive legislation against communism, they are of value. 
But the attacks on the political wisdom of Government in 
embarking upon the trial betray ignorance both of the text 
of the High Court judgment and of the peculiar conditions 
of India. The High Court stated that they had “no 
hesitation in saying that Government were fully justified 
in starting the prosecution which had resulted in a danger- 
ous conspiracy being broken up,” and they ascribed the 
limitation of the activities of the accused to the alertness 
and strict vigilance of the police. They repudiated the 
idea that Government had initiated the prosecution for the 
purpose of “ suppressing opinions, ideas and education.” 
With regard to those whom they acquitted, they remarked 
that “the accused themselves were largely to blame for 
their prosecution. Their seditious activities and their 
association with communists had created a natural suspicion 
that they were engaged in a conspiracy with the other 
accused.” 

To anybody having experience of the anxieties which the 
civil disobedience movement caused, it must appear a 
matter for congratulation that, by the timely action in 
removing this coterie of communists, the Government 
partially sterilised forces which, under cover of the wide- 
spread turmoil that followed, might have done untold 
damage. That the sterilisation had only temporary effect 
is evident, not only from the theoretical vapourings of such 
leaders as Pandit Jawahar Lai Nehru but also from the 
obvious and ever increasing attraction towards communism 
of Indian youth, of Labour, of the left wing of the G^n- 
gress, and of terrorists. Observers of the Indian political 
situation who know only England or other countries where 
the urge towards communism is offset by an intelligent 
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appreciation of its inherent dangers and its inevitable re- 
actions, by civic experience and by a well-founded faith in 
the beneficence of constitutional progress, can have little 
conception of India’s receptivity to communism. In this 
country, those factors are largely lacking ; education is 
defective, and civic experience in its infancy; and faith in 
constitutional progress is damped by the knowledge that 
complete national independence, constitutionally obtained, 
is a thing of the very distant future, dependent on the 
resolution of a multitude of communal and social animosi- 
ties to which time alone can supply easement. Communism, 
in its negation of religion and imperialism, offers to heed- 
less impatience a short-cut to the goal of independence. 
Herein lies its great attraction for educated Indian youth, 
and its great danger to the British connection. Sever the 
latter — ^though, of course, it cannot be severed — and you 
emasculate communism in caste- and tradition-ridden 
India. 

Upon this very generous soil has been scattered the seed 
of the mass idea, so sedulously sown by the non-co-operation 
and civil disobedience movements. It is often said that the 
politics of Mr. Gandhi are the surest safeguard against the 
spread of communist doctrine. Nothing could be further 
from the truth. His way has been parallel to that of 
communism, not divergent from it. Communism threatens 
to begin where he leaves off. This is not to say that he 
inclines to communism but that communism aims at out- 
running him and reaping the crop of his sowing. 

This depressing appreciation of tendencies would be 
misleading without reference to one, in particular, among 
other factors which lighten the prospect, namely, the 
European reaction against bolshevism. Sauce for the 
communist has become sauce for his opponent ; the 
violence of the masses is being resisted by the violence of 
the classes. The spread to India of the determination to 
oppose the imposition by violence of any new political or 
economic creed, however worthy, is only a matter of time. 
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and it will manifest itself just so soon as commonism in 
the country emerges from the chrysalis stage. There is 
lilcely to be an Indian reaction to Indian communism, 
and it will borrow strength from the innate conservatism, 
religious and social, of the Indian. It is none the less 
imperative that, in order to prevent the spread of a move- 
ment which can only disrupt India, it should be uprooted 
whenever it openly manifests itself. 


IV. The North-West Frontier 

W E will conclude this article with a brief description 
of the disturbances on the North-West Frontier. 
It will be remembered that in March last, at the instigation 
of the Lewanai Faqir and his companions, a few thousands 
of the tribes in northern Waziristan made an incursion into 
Khost in Afghan territory. On the threat of firm action 
by Government, the tribal lashkars were recalled from 
Khost and tranquillity was restored. The Faqir and 
his associates, however, succeeded in making good their 
escape into the country adjoining the Durand line. The 
exact whereabouts of the Faqir himself were not known, 
but one of his emissaries, with two associates, made their 
way to Bajaur territory, and there commenced to foment 
trouble. In order to nip it in the bud and to avoid a 
repetition in this territory of the incidents which occurred 
in Khost, an ultimatum was presented to the Khan of 
Bajaur demanding the surrender of these three men by 
July 29, after which date the Government would be 
reluctantly compelled to take strong action to enforce 
compliance with their orders. 

As no response was made to this demand, on July 30 
warning notices were dropped by aircraft near the village 
of Kotkai to the effect that, unless the Lewanai Faqir’s 
emissary, who is looked upon by his followers as a pretender 
to the Afghan throne, and his associates were surrendered 
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by a specific date, the village would be bombed. As notbi&g 
came of these warnings bombing was resorted to on the 
first three days of August, and the bridge carrying the 
road ovOT the Panjkora river into the Bajaur valley was 
strengthened in anticipation of further developments. 
This action was effective, and although the pretender and 
his two associates have not been surrendered by the Bajauris, 
they are no longer in the neighbourhood of Kotkai, and are 
incapable for some time of fomenting dangerous agitation. 

More or less simultaneously with this trouble in Bajaur 
territory there has been other trouble elsewhere in the 
tribal area, arising out of tension between the Upper 
Mohmands and the Halimzai Mohmands. It was due 
mainly to the pressure the former had been bringing to 
bear on the latter not to serve as government khassadars 
or allowance holders. The trouble suddenly came to a 
head on July 21, when a lashkar of about 1,500 Upper 
Mohmands crossed over into Gandab, forty miles north- 
west of Peshawar, and attacked the Halimzais, burning 
three of their hamlets. The latter, assisted by detach- 
ments of Musakhels and Tarakzais, succeeded after heavy 
fighting in driving back the hostile lashkar across the border, 
inflicting some twenty casualties. As a precaution against 
further attacks by this hostile tribe, it was decided to send 
a column into the Gandab valley to assist the Halimzais, 
and in connection with this move to construct a track* fit 
to carry motor transport from the administered territory 
into Gandab. 

On July 29 it was reported that the Upper Mohmands 
were collecting lashkars in the Bedmanai area. On the 
same day a cavalry regiment and one section of armoured 
cars was moved up from the Bajaur to Shabkadr, and this 
was followed by the rest of the Gandab column including 
the Peshawar Brigade, which encamped at Ghalanai, and 
the Nowshera Brigade, which spread out along the route 
to this camp. On August 6 a reconnaissance aeroplane 
flying over Upper Mohmand territory was fired at by a 
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group of some sixty tribesmen and hit three times. It 
retaliated by dropping a bomb and the sniping immediately 
ceased. On August ii the Halimzais were again attacked 
by the Upper Mohmands, and the fighting is said to have 
lasted for about five hours. The Halimzais sustained a 
reverse and several of their villages were burnt. The 
Gandab column immediately moved out from Ghalanai, 
but neither the Air Force nor the column succeeded in 
locating the whereabouts of the lashkars that day. 

On the 12th, however, the column, while advancing 
towards the Khapak pass, was fired on from its eastern 
slopes. The column replied vigorously and artillery was 
brought into action. The enemy after a while ceased 
firing, and retreated over the pass. A later report showed 
that they sustained a number of casualties. In addition 
to this clash with the enemy Ioshkar, Dand, the head- 
quarters of the Nowshera Brigade, was heavily attacked, 
and there was again sniping on the nights of August 14, 
15 and 16, which resulted in one casualty. On August 16 
the Peshawar Brigade column was engaged in a brisk 
action with 200 of the enemy on the hills north of Katsai. 

Thereafter the situation markedly improved and, apart 
from a certain amount of desultory sniping, no hostile 
action of importance was taken by the Upper Mohmands. 
Reconnaissance by troops and aeroplanes has indicated that 
their lashkar has dispersed. At a jirga held on September 
17, the two main Upper Mohmand groups of the Baezais 
and the Khwaezais definitely accepted a settlement on the 
lines asked for by Government, and there is reason to 
believe that serious trouble is at an end. 

India. 

October 27, 1953. 
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GREAT BRITAIN : LIGHT AND 
SHADOW 


I. External Problems 

T he parliamentary recess has been distinguished by 
no very remarkable developments at home. Although 
the National Government can no longer count on that 
overwhelming support on which it rode into office, there is 
no evidence that the country reposes any ardent confidence 
in any possible alternative. As Section III below describes 
in detail, trade and industry have shown striking symptoms 
of recovery, and unemployment steadily decreases ; these 
are factors which are bound to exert a powerful influence 
on the Government’s fortunes. Attacks on the Government 
have been directed mainly against its external policy. 
While the Joint Select Committee pursues its meticulous 
enquiry, the faction of Mr. Churchill and Lord Lloyd 
has continued its agitation against the White Paper scheme, 
though apparently it makes little headway. One newspaper 
magnate denounces the Locarno treaties because they might 
force us into war against France, another because they might 
force us into war on her side, a disagreement which rather 
stultifies the anti-Locarno campaign. Meanwhile the 
Labour press has raised a war scare, accusing the Govern- 
ment of provocative re-armament. Less extreme opinion 
recognises that the Government is facing problems abroad 
scarcely less difficult and fateful than those which crowded 
upon Sir Edward Grey in 1914, and that on the handling of 
those problems will depend the verdict, not only of the elec- 
torate, but also of posterity, on the present Administration. 
The prospect beyond our shores is indeed gloomy. 
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Germany’s resignation from the League has doubled the 
difficulty of an already baffling disarmament problem, 
the Government’s handling of which has not escaped 
considerable criticism. It is significant of the intensi- 
fication of economic nationalism that the tariff truce 
has been denounced by the Netherlands, the Iris! 
Free State, Sweden and Switzerland, and has beer 
hedged about with reservations by France and Denmark ; 
His Majesty’s Government, regarding the truce as *‘nc 
longer of practical value,” has therefore effected our owe 
withdrawal. The sluggishness of the economy of the United 
States in responding to the latest stimuli given by the 
Administration, and the fluctuations of the dollar exchange, 
render the international economic outlook even darker that 
before. In addition to these world-wide difficulties, the 
Government has been faced with the recurrence of twe 
stubborn problems in colonial administration. In Malta, 
the determination of the Government under Sir Ugc 
Mifsud to re-introduce the teaching of Italian in the 
elementary schools, contrary to the terms of the Letters 
Patent of 1932, resulted in the dismissal of the Government, 
the dissolution of Parliament, and the indefinite suspensior 
of the constitution. In Palestine, Arab rioting in protest 
against the increased immigration of Jews has resulted ir 
some loss of life — ^the ill-feeling being this time apparentl) 
directed against the mandatory government rather thar 
against the Jews themselves. German anti-semitism has 
once more laid bare the inherent conflict between our twe 
duties under the mandate for Palestine — to make it i 
national home for the Jews and to protect the rights of the 
indigenous population. 

' On the other side of the account, there must be sel 
against the unrest caused by the Nazi revolution the greatej 
readiness of the United States to co-operate in Internationa 
affairs through League machinery, and the relaxation oi 
temion in the States on the borders of Russia and in south- 
eastern Europe that has followed the pacificatory diplomacj 
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of the Soviets, and also that of Greece and Turkey. 
As for the war debts, their final settlement has been brought 
little nearer \>j the Washington conversations, but if then 
had to be further procrastination the agreed token payment 
must be counted the most satisfactory exp^ent available. 


II. Home Politics 

T he Conservative and Labour party conferences, held 
early in October at Birmingham and Hastings respec- 
tively, provided little excitement. Neither meeting voted 
any decisive novelty in national policy, and interest centred 
rather round the internal dissensions of the parties. At 
Birmingham the Right wing attempted another assault 
on the Government’s India policy, but a majority of over 
two-thirds of the conference preferred a motion con- 
gratulating the Government on its success in maintaining 
law and order in India, approving the caution with which it 
is proceeding in framing its proposals for a new constitu- 
tion, and refusing to come to any final conclusion on the 
matter until the Joint Select Committee should have re- 
ported. The Right wing was more successful, in the 
absence of defence Ministers, in securing the acceptance 
of a resolution recording “ grave anxiety in regard to the 
inadequacy of the provisions made for imperial defence.” 
At Hastings, the expected clash between the trade unionist 
and the “ bourgeois ” sections of the party over the 
methods required to achieve socialism came to very little. 
The Socialist League, for whom Sir Stafford Cripps is the 
recognised spokesman, had “set the party’s teeth on edge,” 
in Mr. Shinwell’s phrase, by urging, among other things : 

{a) The immediate abolition of the House of Lords. 

(i) The immediate passing of an emergency powers Act enabling 
the Government both to take over or regulate the financial machine 
and to put into force any measures that the situation might require 
for the immediate control or socialisation of industry and for Safe- 
guarding the supply of food and other necessaries. 
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0 The revision of the procedure of the House Of Commons 
and the machinery of government so that a raiud transition to 
socialism might be carried through constitutionally and a dictatorship 
avoided. 

At Hastings, however, Sir Stafford Cripps avoided the 
chance of a split on these issues by agreeing that the 
Socialist League’s views should be taken into consideration 
by the party executive in the subsequent twelve months. 
T^e conference expressed at once its faith in democracy 
and its dissatisfaction with the present machinery thereof 
in accepting a report of the executive on constitutional 
procedure, whose recommendations were chiefly in the 
direction of increasing the control of the party over the 
Prime Minister and the Cabinet. For the rest, the pro- 
gramme adopted combines a social policy which is generally 
acceptable to the Liberals — who have now crossed the floor 
of the House — ^with a socialist policy which is not. 

Electoral contests have recently given some indication 
of the trend of public opinion. The Opposition, and the 
House as a whole, must congratulate themselves on the 
return of Mr. Arthur Henderson at Clay Cross, whose 
15,000 majority was not unduly disturbing to the Govern- 
ment, for Clay Cross is one of the safest Labour seats. 
More notable was the bye-election at East Fulham on 
October 25, at which the Labour candidate was returned 
with a majority of 4,840 over his Conservative opponent, 
a supporter of the National Government. At the last 
general election the National Conservative candidate beat 
his Labour opponent by 14,521 votes, the Liberal candidate 
securing 1,788 votes. On this occasion Liberal electors 
were significantly advised both by their local party organisa- 
tion and by the Liberal press to vote for the Labour 
candidate. A variety of explanations has been found for 
the result — ^the usual Conservative apathy ; distrust of 
the so-called Locarno policy of international commitment 
for the guarantee of peace ; and the personal handicaps 
of the loser. None of these seems sufficient in itself, 
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although there ma^ be a portion of truth in each. As an 
owner of working-class houses, the defeated Conservative 
was probably made a scapegoat by some of the electorate 
for the inadequacy — ^in their eyes — of the Government’s 
housing policy. Some Right wing Conservatives may have 
felt disgruntled on account of what they regarded as the 
Government’s treacherous concessions to the Left. There 
seems to be little doubt, however, that the contest was 
fought largely on the international issue. At the moment 
when Germany’s resignation from the League obscured 
the immediate future of world affairs, the election of an 
avowed pacifist and internationalist must be held to express 
the apprehensions of the people lest their attitude towards 
the possibility of war should not be fully recognised by 
the Government in its conduct of foreign affairs. The 
result in the bye-election at Kilmarnock was less decisive. 
A National Labour supporter succeeds another member 
of the same political group in an old Labour seat. The 
combined polls of two warring opposition Labour candi- 
dates, however, would have topped the list by a considerable 
margin, and the issue was still further obscured by the 
intervention of a Scottish Nationalist, who polled over 
6,000 votes but was bottom of the poll. 

The result at Skipton on November 8 was more dis- 
tinctly encouraging to the Government. It is true that 
in a four-cornered contest (in which a Communist candidate 
received only a handful of votes) the National Conservative 
was returned by a minority vote, and with a majority 
reduced by nearly ii,ooo from the level of 1931, when 
there were only two candidates ; but comparison with 
1929 indicates that the National forces still retain the 
allegiance of an appreciable number of Liberal and, possibly, 
of Labour voters. The annual municipal elections, to one- 
third of the seats in city and borough councils, showed a 
big swing to the Left. Labour achieved a net gain of 
over 200 seats, and won control of the councils of several 
big'cities. Equally striking gains were recorded for Labour 
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in the Scottish municipal elections. Social policy' always 
plays a big part in these contests, but it is at any rate 
apparent that the particular causes which swung the 
pendulum so violently to the Right, both in national Snd 
in local politics, two years ago, especially the fear of 
financial disaster, have now lost most of their force. 

The Government may also have been caused some 
uneasiness by certain developments in connection with its 
agricultural marketing policy, which has again been “ in the 
news.” In particular, difEculties have been encountered 
by the bacon scheme. At the end of August there 
were reports of a danger of a bacon famine, through the 
failure of farmers to make good the cut enforced on imports, 
and a temporary supplemental quota had to be granted to 
foreign producers. Two months later, the supply of 
home-grown pigs so far exceeded expectations that curers 
were faced with the prospect of a heavy deficit between the 
prices procurable for bacon and the contract prices payable 
to farmers. The Government was compellea to insure the 
curers against losses on their contracts up to the end of 
February, the sums advanced to be recovered later by means 
of a levy on pig producers. This measure was followed 
by a further cut of l6 per cent, in the permissible quota 
of foreign imports, an action to which it proved impossible 
to obtain the^consent of the Danish producers. The incident 
shows how easy it would be for a turn of the wheel, resulting 
in scarcity accompanied by exceptional increase in the price of 
an article such as bacon or pork, to produce a situation which 
might involve the Government in considerable unpopularity. 

Following a decisive poll of milk producers, in favour 
of the continuance of the milk marketing scheme, the 
Milk Marketing Board assumed control on October 6, 
since when it has been a penal offence, except in special 
circumstances, to sell milk otherwise than on the terms 
approved by the Board. Buyers, whether for liquid milk 
distribution or for manufacture, must make their payments 
to the Board, which charges a levy and distributes the 
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proceeds in compensation to those areas where the manu- 
facturing percentage is high. The difficulties of such 
intervention in competitive trade are illustrated in the 
comment of The Times^ that had it not been for the dry 
summer and the consequent reduction of the milk supply, 
the Board might have been faced with considerable reluctance 
on the part of wholesale buyers to purchase, at the prices 
prescribed, all the milk available for manufacturing purposes. 

The Government has not been exempt from criticism in 
respect of its housing policy, which was summarily 
described in the last issue of The Round Table.* In 
answer to questions in the House on November 9, the 
Minister of Health stated that 1,176 local housing authori- 
ties out of a total of 1,717 had submitted slum clearance 
programmes, involving the provision of about 44,000 
houses a year over the five-year period. This compares 
with a total of only 20,000 houses previously erected since 
the war in connection with slum clearance schemes. 
Application had been made for rehousing guarantees under 
the 1933 Act in respect of about 13,000 houses, but a 
definite figure could not be given until local authorities had 
made the returns due on December 3 1 . What is in question 
is the adequacy of new building, now that the Wheatley 
subsidy on “ Class C ” houses has been discontinued. In 
the year ended September 3ola8t, 218,313 houses were built, 
including 167,880 built without State assistance, but this 
figure includes houses of a higher rental value than is 
payable by poor tenants. It has been reckoned that a million 
houses which may be let at less than los. per week, including 
rates, are now needed, before taking into account the annual 
requirements of the natural increase of the population 
and the deterioration of existing houses. 

The other aspect of social policy that has been to the 
fore in recent months, unemployment insurance, is dealt 
with in a special article in this issue. | 

♦ Th* Round Table No. September 1933, p. 859. 
t See p. 1 16. 
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III. The Trade Improvement 

T he external situation during the last few months has 
produced little that was encouraging to British trade. 
The increasing difficulties encountered by the United States 
with her recovery programme and the growing expectation 
of inflation, the failure of the debt discussions to reach a 
permanent solution, the shock of Germany’s repudiation 
of the League, the receding hopes of a resumption of the 
World Economic Conference, the breaches in the tariff 
truce — ^all these things gave Mr. Montagu Norman full 
warrant to speak, in the early days of October, of “ dark 
clouds overhead.” Now, in November, the sky is no 
brighter ; the American confusion has intensified, and 
many things wait on America. 

Yet if we ignore a slight access of caution and doubt in 
the last few weeb, this country has never since the slump 
began seen more cheerfulness or better signs. The 
evidences of recoveiy in Great Britain are imposing and 
extensive. There may be cheeb in its progress, even 
periods of regression, but there is little doubt that we are 
a year (if not two years) away from the trough of the de- 
pression, and that the mistakes of Governments will have 
to be disastrous indeed if they are to prevent the con- 
tinuance of the slow upward climb. 

The first important feature is that the improvement is 
not confined to this country. The League’s World 
Economic Survey^ 1932-3, bringing its account down to the 
middle of this year, conceded the probability of a “more 
solid core to recovery ” than in any earlier hopeful interlude 
of the depression. Its striking chart of the “ development 
of the depression ” found only one of the thirty principal 
countries, Yugoslavia, in a condition of “ accelerating 
aggravation ” in the second quarter of this year ; only 
five (Austria, Greece, Norway, Rumania, Argentina and 
Brazil) in a state of “ uniform aggravation ” ; only two 
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(the Dutch East Iitdies and Egypt) showing “ diminislui^ 
aggravation.” All the rest except one were put in the 
stages of “ upward turn,” “ uniform improvement,” or 
“accelerating improvement.” The exception was New 
Zealand which, after an “ upward turn ” last year, showed 
“ diminishing improvement.” Great Britain, along with 
Belgium, Finland, South Africa and India, falls into the 
“accelerating improvement” group. The developments of 
the last few months have been patchy ; Austria, Norway 
and Brazil appear to have passed the turning point, and 
New Zealand has followed Australia’s advance, but 
the autumn setback in the United States has had parallels 
in some other countries. 

While the recent League survey of World Production 
and Prices suggests that the lowest point of the depression 
in the world’s productive activity was passed about the 
middle of 1932, the Economist’s valuable new index of 
business activity puts the turning point in Great Britain 
at November, 1931, Half the ground lost since the onset 
of the crisis had been regained in this country by April, 
1932'; the pace then slackened until the spring of this 
year. The advance of recent months has been so rapid 
that in September the index number was only l per cent, 
below the average of 1 930, and 4*6 per cent, below the level 
of 1929. Making all reservations for the caution induced 
by the recent downward trend of the prices of primary 
commodities, and the uneasiness about the American situa- 
tion, there is a great deal on which to congratulate ourselves. 

The way in which the Exchequer profits by expanding 
trade is illustrated in the revenue returns. Up to Nov- 
ember II they showed an increase of ,(^13,602,000 in the 
total of ordinary revenue as compared with last year, and a 
fall of ,^29,140,000 in ordinary expenditure. These figures 
must be regarded with caution in view of the facts that the 
Chancellor budgeted for a drop of ^^3 3, 400,000 in ordinary 
expenditure, apart from the suspension of the sinking 
fund, and that the effect of the return to the system of 

* 5 + 
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ptyiag iaoome ta^ under schedules B, D aftd £ in two 
equdi instalments, wluch was estimated tocoist £t2,ooo,ooo, 
mQ not he felt until after December 31. Neitertheless, 
the figures are distinctly encouraging. Stamp duties and 
customs, which are good indicators of trade conditions, 
have both produced so far a considerably higher yield than 
they produced last year. 

The decrease in unemployment has been continuous 
(with a slight check in July) since January. The number 
of the insured unemployed has dropped from 2,876,605 
on January 23 to 2,271,137 at the end of October, a fall of 
605468. The drop in October was less than the average. 
Seasonal influences made for higher unemployment in the 
south-western and south-eastern regions, and there was a 
slight increase in Wales. Most of the non-seasonal indus- 
tries, however, showed a reduction on the month, though 
there was a setback, the first for some months, in the iron 
and steel trade. The following table will illustrate the 
changes in some of the principal industries 

Unmployment in Great Britain on October 23. 

Increase or Decrease 
since September 23, since January 23, 


* 933 - 1933-. 

Number per cent. Number percent. 


Coal mining 

- 

• 3 .i 7 > 

- 4 

+ 35,091 

- 1-12 

Iron and steel 

- 1 - 

2,778 

+ 5 

- 19,943 

-26 

General engineering 

— 

6,608 

- 5 

- 49.453 

-30 

Metal goods nunufacture 

— 

6,979 

- 8 

- 43,457 

-35 

Motor vehicles, etc. 

— 

5,024 

-»3 

- 12,395 

-27 

Cotton 

— 

7.40s 

- 6 

- 15,619 

-13 

Wool 

— 

2,993 

-13 

- 28,464 

-59 

Hosiery 

— 

2,204 

—26 

- 10,752 

-63 

Pottery 

— 

2,175 

-H 

— 11,851 

-46 

Building 

+ 

1,015 

-b I 

— 145,810 

-47 

Public worb contracting 

•f 

1,023 

+ I 

- 4,19* 

- 3 

Shipping 


5,007 

-fii 

- S.809 

—10 

Distribution 

+ 

4,069 

+ 2 

- 26,576 

— 10 

Total of aU trades . . 

- 

38,902 

— 2 

-605,468 

—21 
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The tnuie figures are equally encouraging. In the third 
quarter, retained imports ^ raw materials were 26 per cent, 
greater in volume than in the third quarter of 1952, and 
19 per cent, greater than in the third qTurter of 1950. 
Th^ were, indeed, the highest recorded in any t^d 
quarter in recent years. In the first nine months of the 
year iron ore imports were at their highest figure ^cc 
1930 ; timber, cotton, wool and hide imports all reached 
or exceeded the level of the pre-crisis years, 1928-9. 
Manufactured imports, on the other hand, though 4 per 
cent, greater than in the third quarter of last year, were 
49 per cent. less, than in 1930. (An instance of the effect 
of the tariff is the fall of 86 per cent., compared with 1930, 
in imports of woollen and worsted yarns and manufactures ; 
other groups with declines of over 50 per cent, were iron 
and steel, electrical goods, machinery and silk manu- 
factures.) 

The export side of the picture is rather, different. The 
rise in the imports of raw materials was not accom- 
panied by a corresponding rise in the exports of finished 
goods. In the third quarter their volume was n per cent, 
greater than a year ago, but 16 per cent, less than in 1930. 
Up to the end of September the linen and motor industries 
alone advanced beyond the 1928-9 level. Exports of woollens 
reached the best total since 1930 (in the third quarter -they 
were actually higher) ; cotton exports were better than' in 
1931 but less than last year ; iron and steel exports showed 
a decline compared with 1932, though in the third quarter 
there was a comparative rise ; machinery exports showed 
no signs of recovery, and in the third quarter were only 
56 per cent, of their volume in 1930. Of our other main 
exports, coal has displayed an improving tendency in 
recent months ; the volume in the third quarter was 
nearly 5 per cent, greater than last year, but 23 per cent, 
below the 1930 figure. 

The above figures relate only to the first nine months of 
the year. The October returns make the picture still more 
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favbarable. The seasonal increase was ^portionatd;|r 
less than in 1932, but it followed an eztrenidf active 
September. Exports were carried to ^^38, 702,000* the 
highest mcmthl^ figure since April, 1932, which in turn 
was the best month since January, 1931. Iron and steel 
exports increased in volume by 22 per cent, on the month, 
and for the ten months now exceed the total for the same 
period of 1932, although they still fall below the 1931 level. 
The figures for cutlery and hardware, motorcars, chemicals, 
and non-ferrous metals and their manufactures were also 
good, and machinery took a welcome turn for the better. 
The improvement was, indeed, fairly general. While it 
is still true that in the main British recovery has been 
domestic, there are cracks in the ice of the frozen export 
channels. 

The rail traffic figures and the production figures of the 
principal industries are also satisfactory. One of the most 
useful non-statistical sources is perhaps the cross-section 
of industry given by the reports from branches which the 
joint-stock banks publish in their monthly reviews. A few 
extracts from the Midland Bank’s review for November 
will illustrate the optimistic trend. The Birmingham 
report is typical of the metal industries 

Iron and Stool . — Prospects of a continued expansion in the Midland 
iron trade are regarded as favoorable, but much headway has still 
to be made. The call for pig iron by the light foundries is main- 
tained, owing to an increase in orders for builders’ castings and 
kindred products. The heavy engineering foundries are slightly 
busier, although their activity is still below the average. There 
is an increased output from the furnaces to meet demand, and stocks 
no longer cause anxiety. . . . Home trade in small steel bars and 
semi-fi^shed material is buoyant. . . . 

Ntnh/erreus metds . — Conditions show a continued though slow 
improrement, and competition for business is keen. Imports from 
the continent tend to increase, as the import duty of 10 per c^nt. 
fails to ofiset the cheaper costs of production abroad. Empire 
trade is more satisfactory. ... 

£sfg»iie/rMg.r-GeneraI engineering, more espedally in the lighter 
branches, shows an increased output, and.medianical engineering is 
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alM bosin. . ; . The geaeral position is better *bjti a -jear 
althongh inquiries on the .whole are from small undertakings, ^e 
heavy ' bran^es are benefiting to some extent from the general 
iffiprovcmeat, but the constructional section remains dulL 

EUetrUd industry.— The improvement reported a month ago is 
well maintained. In some branches business is brisk, manu- 
facturers of radio receivers in particular experiencing diflScuIty in 
coping with demand. . . . Although the improvement in the heavy 
ekKtrical engineering side is not pronounced, the turnovers for the 
pitot six months are above those for the corresponding period of last 
yieiur. Export orders for electrical plant maintain their compara- 
tively high level. 

Motor-cars and cycles. — . . . Light car firms are busy. . . , 
Demand for the home market is maintained, and export business is 
reported to be greater than a year ago. . . . The motor-cycle 
industry remains steady. . . . The pedal cycle trade is maintaining 
its position. 

Hardu/are.— The better conditiohs recently noted in the general 
hardware trade continue to prevail, overseas trade in most sections 
being brighter, while improvement is noticeable in the home market. 

JeweUery, Silver and Electro Plate . — The recent improvement in 
the jewellery section has now spread and is being shared by the 
manufacturers of higher-class goods. Producers of the cheaper 
lines are busy for the most part, and in the silver, enamel and electro- 
plate trades the seasonal demand appears to exceed that of twelve 
months ago. The general outlook is decidedly better. 

What is true of Birmingham is also in the main true of 
Wolverhampton, Sheffield, the iron and steel towns and 
the centres of light engineering and miscellaneous metal 
trades. The heavy branches of the metal industries — railway 
and shipbuilding material, constructional engineering, 
locomotive engineering — have still no striking improvement 
to report. All textiles except cotton make a good showing. 
Huddersfield reports “a definite shortage of woollen 
weavers” ; Dundee jute spinners and manufacturers are 
“ comfortably booked for several months ” ; in Belfast 
“many factories are working to capacity”; rayon production 
has reached new high records and lags behind demand 
The general impression one gets is of a varied revival fed 
from many sources— increase in building activity, repaif 
work, renewal of equipment, extension of electricity, the 
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startiii^ of new small industries. But apart from inm Sad 
sted and wool-^ducb arc catermg in the main for tlm home 
market — the old staple industries are moving slowlf . ’Hte 
emphasis in the reports is on the home market, with the 
Dominions next, and exports to foreign countries a bad 
third. It is only too apparent that ^e conditions of a 
healthy rerival in overseas trade are still wanting. 

Hie most spectacular improvement has been in the iron 
and steel industry. It is, however, difficult to say how far 
it is the counterpart of the all-round improvement also 
noted in other countries and how far the effect of the British 
tariff, which should be making itself felt now that imported 
stocks are running down. In the first nine months of this 
year imports of “ iron and steel and manufactures thereof ” 
were only a third of their value in the corresponding 
period of 1930. Up to August, Germany and France saw 
an even greater proportionate increase in the production 
of steel than did this country, and there is ground for 
thinking that the full effects of the tariff on British 
production have not yet been experienced. Internally 
the industry has reported several important developments — 
for example, the laying down of a new plant at Cardiff 
to employ 1,500 men in the manufacture of billets and steel 
bars. The company reports show activity in modernisation 
and concentration, and there may be hope that now that 
the industry is becoming more prosperous it may fulfil 
more quickly the conditions upon which the tariff was 
granted — ^the carrying through of a full measure of reorgan^ 
isation. The recovery in steel is symptomatic, but its limiu- 
tions must be remembered. As the chairman of Steel 
Industries of Great Britain and United Steel Companies 
said on October 25 ; “ There has been no improvement 
in demand for shipbuilding and railway material, very 
little improvement in the case of steel for constructional 
work, and there has been no improvement in export.” 

. Once we leave the protected trades the changes are 
less obvkms. Shipbuilding has raised its head a little 
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febcnre its recent stagnant condition, but that is alL 'l%e 
nenduttt tonnage in hand at tite end of the S^tember 
quarter was 305,762 tons, as against 287,502 tons at the 
end of June, 252,401 at the e^ of March, and 225,497 
at the end of 1932. This is only a fourth or a fifth of wlut 
could be considered normal, and half the present total 
is tonnage on which work has been suspended. Still, the 
tonnage on which work was started in the September 
quarter, 39,670 tons, was larger, with one exception, 
than in any quarter of 1931 or 1932, and Great Britain 
is doing 40 per cent, of the world’s shipbuilding, such as 
it is. Naval work has kept the shipyards rather more fully 
employed than the merchant tonnage figures suggest . 
In the main, however, the yards are dependent on a revival 
of demand for replacements of merchant shipping, and this 
must wait on a rise in freights and an increase in world 
commerce. Shipowners are still actively pressing the 
Government for action against shipping subsidies by our 
competitors, subsidies which are increasing rather than 
diminishing. 

There are two views of the exporting position of the coal 
industry. The Government claims, in Mr. Runciman’s 
Words, that the trade agreements have made the coal 
markets “ secure,” and the Secretary for Mines describes 
how the agreements have increased the proportion of 
imports of British coal from 43*5 per cent, to 80 per cent, 
in Denmark, 56 per cent, to 77 per cent, in Iceland, 387 per 
cent, to 70 per cent, in Norway, 23-6 per cent, to 47 per cent, 
in Sweden, 28 4 per cent, to 75 per cent, in Finland; and 
there are other agreements to come. Against the com- 
fortable conclusions that might be drawn from this evidence, 
it is argued that the recent improvement in exports to the 
northern countries is due mainly to currency factors 
and to the fairly general increase in industrial activity ; 
that our competitors are putting up a strong resistance 
by. price catting ; that we must offset the loss of nearly 
69 per cent, of our exports to the Irish Free State ; that 
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gainiag ground in Brazil and Italy; and that 
new trade barriers are threatened in some of our lemainii^ 
madbets. Optimism among coal exporters is hig^yqtialified. 
The' industry has failed again to agree on the proposals for 
amending^ the coal marketing sd^mes under the Act of 
1930 by which it was sought to prevent flagrant evasions 
and to safeguard the interests of the export trade. The 
Grovemment will now be compelled to step in and save the 
owners from the consequences of their disunity. An 
interesting scheme for securing the advantages of colliery 
amalgamations without financial merg^g has been launched 
in West Yorkshire, but has met with some obstacles. 
It is looked on favourably by the Coal Mines Reorganisation 
Commission as an experimental half-way house to the 
complete regional amalgamation hitherto advocated by the 
Commission. 

The cotton industry has little improvement to report, 
although it has shared in the recent increase of production 
common to all manufacturing countries. Its initial advant- 
ages from currency depreciation have been considerably 
lessened by the competition of the still more depreciated 
Japanese currency. Expectations that the pressure of 
Japanese competition would be relaxed have not been 
fulfilled.* There have been three months of commercial 
diplomacy on the part of Great Britain, India and Japan, 
on the lines described in the last issue of The Round 
Table,! but the experiment has not yet produced concrete 
results. A Lancashire delegation went out to India, where 
it failed to get any agreement with the Japanese delega- 
tion, but agreed with the Bombay millowners (though 
not with their more prosperous and go-ahead rivals of 
Ahmedabad) on the principle of preference and lower duties 
for . Lancashire cotton goods in exchange for a promise to 
India of equal treatment with Lancashire in Great Britain’s 
commercial agreementSi and of greater Lancashire pur- 

* An »mcle on Japancie competition will be found oa p. 29. 

t Siee Koukd Tabu, No. 91, September 19^3, pp, 8»5-63C|. 
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chasM of Indian ciotton. The negotiatkms between Japan 
and India for a new commiemal treaty have dragged on» 
tlM stnmbling blod being the terms of the quota which 
India is prepared to allow to Japanese cotton goods in 
return for the quota of Indian cotton that Japan will 
admit. The outlook for a successful marketing bargain 
wth Japan is precarious, and not much is expected from the 
conversations between Lancashire and Japanese repre* 
sentatives which are now taking place in London. 

Other evidences of the drift of the textile industry to the 
East are the buying up of Lancashire spinning mills and the 
bodily transfer of their machinery to Egypt, where a great 
cotton undertaking is to be established ; the project for 
setting up cotton spinning in the Dutch East Indies ; 
and the orders given by the Governments of Persia and 
Canton for British cotton spinning and weaving machineiy 
for new State undertakings. The need for the internal reor- 
ganisation of the Lancashire industry becomes ever more 
acute. There has been some experimenting with price 
rings among spinners, a renewal of interest in amalgama- 
tions, and much talk about the inevitability of some form of 
statutory control, or rather, one should say, industrial 
self-government under statutory authority. With the 
disintegration of customary wage-standards and the cut- 
throat competition to which this has led, the weaving 
section of the industry has been brought again to the edge 
of a wages dispute, the outcome of which will probably 
be a demand for government intervention to give the in- 
dustry power to enforce discipline and order. So far the 
Government appears to have taken the view that its duty 
ends when it has given the industry a monopoly of the home 
market and regulated a few of the channds of foreign 
trade. The recent experience of the cotton and coal 
industries suggests that this is much too limited an inter- 
pretation of the State’s responsibilities. 

We return therefore to the threadbare point that while 
in tMs country we have aU the advanuges of financial 
i6a 



Tbe Trade Improvemenc 

confidence, dieap money, and a generally optumstic 
indnstiial psychology, we must hesitate to count on a 
long continuance of the j»ce of recent improvement until 
external currency conditions reach stability, and until there 
is a d$£hite movement for the reduction of trade barriers, 
and a rdaxation of political tension. 



IRELAND : MR. DE VALERA’S 
OBJECTIVE 


I. The National Guard 

M r. de VALERA must by this time deeply regret that 
he removed General Eoin O’Du^ from the position of 
Chief Commissioner of the Civic Guard last February, for 
this false move has had far-reaching results. 

General O’Duffy is an Ulsterman by birth, and an 
engineer by profession. He took an active and leading part 
in the Anglo-Irish struggle, and was a prominent officer in 
the Irish republican forces under Michael Collins. After 
the Treaty of 1921 he had charge of the I.R.A. forces in 
Ulster and, during the civil war, he became Chief of the Staff 
in the Free State army. Selected by Kevin O’Higgins to 
organise the Civic Guard, the new police force, he was 
called back to take command of the army during the military 
crisis of 1924, but returned after a short period to the 
command of the Civic Guard. He has devoted his spare 
time in recent years to a movement for the development 
and encouragement of Irish athletics. He is a man of 
tireless energy, and has the reputation of being a good 
organiser and leader. He has very little political experience, 
but this defect can be easily remedied if he has the sense to 
learn by his mistakes, and to take the advice of his very 
competent lieutenants. He is, moreover, nearly as good 
a “ showman ” as Mr. de Valera himself, and has that 
theatrical sense which is so valuable to a political leader, 
particularly in Ireland, and which Mr. Cosgrave never 
cultivated. When he was elected leader of the Army 
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Coiiirad«e Assocution, laet Jdj, which then changed its 
name to the National Guard,* it soon became obvious that 
a new and dynamic force had appeared in Irish politics. 

The first reaction of the Government to this new situa- 
tion was to cancel the firearms licences held by ex-Ministers 
of the Cosgrave Government and members of the National 
Guard, and to demand the return of any arms in their 
possession. Several of these people had been until quite 
recently under military protection and, feeling that their 
lives were in danger, refused to surrender their weapons. 
Mr. Ernest Blythe, former Minister for Finance in Mr. 
Cosgiave’s Government, said that the whole business vras 
a scandalous abuse of authority, and that he had no inten- 
tion of making himself a defenceless target at the behest 
of Mr. de Valera, or of any of his colleagues, in view of 
what the Government had done, by speech and action, to 
encourage the retention of firearms by the I.R.A. — which 
included many cowardly murderers— he could only con- 
clude that it was the policy of the Government to inspire 
and facilitate the assassination of its political opponents. 

When the Government’s action was challenged in the 
Dail Mr. de Valera declared that they would not tolerate 
any private armies. Questioned as to his views about the 
Irish Republican Army, he replied that since the removal 
of the oath of allegiance there was now no reason for its 
existence. There was no excuse for anybody to use force 
or possess arms. The Government would not allow the 
public display of uniforms or guns. It was not their policy, 
ho-wever, to organise raids for arms. As far as they could, 
^ey would stop any organisation of a military character 
that threatened authority in the country. This state- 
ment made it quite clear that the Government were 
comemplating further action against the National Guard, 
which had adopted an official uniform of blue shirt and 
^ack bmet, and that they were determmed first to deprive 
llwm of thf ir aims. 


* S«e The Rovmo Tabu, No. 92, September, 1933, p. 880. 
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The nature of this action was soon disclosed. Tbe 
Naticmal Gnard had arranged to hold a ceremonial parade 
in Merrion Square, Dublin, on August 13, in front of the 
cenotaph erected bjr Mr. Cosgrave’s Government to 
commemorate Griffiths, G>llins and O’Higgins. This 
parade had been carried out officially each year by the 
previous Government, but Mr. de Valera allowed it to go 
by default. On the previous day the Government pro- 
claimed the National Guard demonstration, on the ground 
that it was likely to interfere with the maintenance of law 
and order, and, as the I,R.A. were actively preparing to attack 
General 0 ’Du%’s followers, there can be no doubt that this 
statement was justified. At the same time they put into 
force Article 2 A of the Constitution — ^the Public Safety 
Act, passed by Mr. Cosgrave’s Government shortly before 
its defeat* — ^which virtually creates a state of martial law, 
and gives the Government almost imlimited powers of 
action against any association it declares to be illegal 
General O’Duffy, who had previously stated that it was 
his sacred duty to head the National Guard on this occasion, 
from which duty he would not flinch come what might, now 
wisely decided that discretion was the better part of valour, 
and cancelled the parade. At the same time he announced 
that his organisation would hold church parades throughout 
the country on the following Sunday, an arrangement 
which he had also to cancel, as being contrary to eccle- 
siastical law. Finally, he ordeied, in spite of a warning 
frwn the Government that it would lead to the proclama- 
tion of the National Guard under the Public Safety Act, 
that private parades should be held in each district on 
Sunday, August 20, in honour of tbe dead leaders. At 
these parades, which were duly held in each county, a 
message was read from General O’Duffy to the effect that 
no good could come to Ireland from the frantic squabbles 
of warring parties. In a previous interview he had stated 
that the policy of the National Guard was to establish 

• See Thi R<mD Tabu, No. 85, December 193s. p. 143. 
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to6itu»ul mfttead of territorial represeatatlon in the. 
DaiL The present electbn sj^stem, he said, would be 
replaced 1 ^ one which would constitute a Dail composed of 
vocatbnal groups, such as farmers, educationalists, jour- 
nalists, etc. At the end of a few years he hoped there would 
be no politicians and no party politics in the country. 

These, and similar statements of a rather vague and 
bombastic kind, were used by the Government as an excuse 
for suggesting that the gallant general, or some of his 
supporters, meditated a coup to meet which con- 

tingency they enrolled an armed auxiliary police force of 
ex-I.R.A. men who had fought in the civil war on the repub- 
lican side, supplying it with rifles, machine guns and 
armoured cars, and placed it on guard over the government 
buildings. This new force has been nicknamed the 
“ Broy Harriers,” after Colonel Broy, the new head of the 
Civic Guard, and the famous Bray harrier pack. On 
August 22, following the parades held by the National 
Guard, the Government proclaimed that body an unlawful 
association under the Public Safety Act, and appointed 
the special military tribunal required by that measure. The 
personnel of the tribunal is exactly the same as that 
appointed by Mr. Cosgrave’s Government in October, 
1931, which proves that the army, at all events, is apparently 
trusted to hold the scales of justice evenly as between all 
political parties. This action, which was like employing a 
steam hammer to crack a nut, was ignored by General 
O’Duflly, who cautioned his followers not to permit their 
organisation to be driven underground, and proceeded with 
his work of organising the country, offering at the same 
time to disband the National Guard if the Government 
would agree to proclaim the Irish Republican Army, and 
the Communists, unlawful associations. When, on the 
motion of Sir John Keane, the Government’s action was 
debated in the Senate Mr. Ruttledge, the Minister , for 
Justice, stated that the National Guard was a heavily armed, 
force, and t^t arms were being imported into the Free 
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Stvte. Mr. McEntee, the Minieter for Finance, denied 
that there vna any suggestion of hesitation on the part 
the army to act in co-operation with the Civic Guard, and 
added t^t on grounds of the highest policy the Government 
would refuse, unless driven to the last extr«nity, to bring 
out the army against the Irish people, no matter what 
section might be involved. 

In spite of the proclamation, General 0 ’Du% held 
uniformed meetings of his organisation in varbusplaces,-bot 
one which he had planned to hold on August 27 at Beal- 
nablath, County Cork (the place where Michael Collins was 
ambushed and killed daring the civil war) was prevented 
by the police. On the same day, however, he eluded his 
police guard by a clever ruse, and addressed a big meeting in 
the streets of Bandon. On August 30, the Government being 
apparently anxious to make some show of action, a police 
raid was made on the headquarters of the National Guard in 
Dublin, shortly after a raid had been made on an I.R.A. camp 
near Dublin. This last performance, which was apparently 
staged to prove the Government’s impartiality, aroused the 
wrath of the I.R.A. Council, which denounced the Govern- 
ment for exercising coercion against republicans, and stated 
that it had no more claim to the allegiance of the people 
than the “imperialist junta rulinginthesix counties.” They 
appealed to all republicans to unite in repudiation of the 
Treaty, and the establishment of the Irish republic. In 
spite of these excursions and alarums, no serious action was 
taken by the Government against the National Guard or 
the I.R.A., and no evidence produced to justify the tremen- 
dous powers it had invoked. 

Meantime there had been some further developments 
in the Anglo-Irish situation. On July 25, Mr. Lemass, 
the Minister for Industry and Commerce, speaking in the 
Senate during a discussion on the Government’s legislation 
for making permanent the emergency duties imposed ad a 
retaliatOTy measure against British goods, announced that 
the Free State Government was prepared to raise the 
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eraergtac7 dades imfltediat^ if tke Britidi GovtimneM 
would do ElfWfise. Hie Free State; he said; would go 
further and remOTe them noW, if there was an7 in^cation 
that the Britidi Government would remove them soon 
afterwards. To this overture Mr. Thomas replied, in 
the House of Commons on Juty 47, that if it meant that 
the Treaty obligations would be fuUiUed and the annuities 
paid then there was no difficulty whatever. Overtures 
of any sort or land nude on behalf of the Irish Free State 
would be examined sympathetically by the Government. 
Hie statement was repeatedly made that the people of 
Ireland were adapting themselves to the changed circum- 
stances. It was equally true with regard to the people 
in Great Britain. But that, instead of helping matters, 
only aggravated them; it merely widened the breach. 
The British Government, he insisted, would lose no chance 
or opportunity of effecting an honourable settlement. 

In spite of these statements, and unofficial discussions 
which are believed to have taken place, it soon became 
obvious that Mr. de Valera’s obstinacy still blocked the 
way to any chance of fruitful negotiations. His real 
purpose was further revealed by three Bills to amend the 
constitution, introduced early in August, which are all 
calculated to bring the Free State closer to the republican 
ideal. 'Die first transfers from the Governor-General 
the formal function of recommending the purpose of the 
appropriation of money. The second proposes to abolish 
the Governor-General’s theoretical right to withhold the 
Royal Assent to a Bill passed by both Houses, although, 
in fact, no Governor-General could now exercise this 
right, unless the Government in the Dominion concerned 
so -advised him. The third, and most important, proposes 
to abolish all appeals to the Judicial Committee of the 
Privy Council, a step which Mr. Cosgrave’s Government 
had seriously contemplated, and done their best to secure 
by consent. In fact, these three Bills are only a logical 
extension of the policy followed by the Cosgrave Govern- 
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aieat, and conM not be, and wete not, opposed bf, tbe 
Opposition. The Judicial Committee of the Ptiv7 Council 
has quite recently granted leave to appeal against a djBqsion 
of the Free State Supreme Court concerning fishing rights 
in the river £me, but it would be better for all concerned 
to realise that, as far as the Free State is concerned, the 
right of appeal is dead, and can never be revived. Nor 
is there much chance of any Free State Government agreeing 
to any alternative imperial tribunal. Whilst these Bills 
were under discussion in the Dail, Mr. de Valera stated 
that he could not guarantee that they completed his pro- 
gramme of alterations in the constitution. Mr. MacDermot 
replied that he could not imagine anything less intelligent 
and patriotic than to keep the Treaty in existence for the 
purpose of chipping bits off it whenever the Government 
wanted to create excitement. 

During the recent debate on the vote for the Governor- 
General’s establishment, Mr. de Valera said that he hoped 
to be able to abolish the Governor-General’s office com- 
pletely and absolutely. In the meanwhile his functions 
•Would be just what the Executive Council told him to do — 
nothing more, and nothing less. The present Governor- 
General of the Free State might, indeed, be described as a 
person who gets something few being nothing. 

Another indication of the Government’s attitude towards 
the King is given by the fact that the Department of 
Defence thought it desirable to contradict officially a 
statement that a prominent Free State army officer had 
honoured the toast of the King at a dinner in Trinity 
CoUege. All these things, some of them relatively small 
in themselves, clearly indicate that the Government is 
not prepared to come to any settlement vnth Great Britain 
which involves the fundamental recognition of the Treaty 
of 1921. 
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II. The United Ieelamd Paktt 

W HILST General 0’Dti% and Mr. de Valera -were 
still manoeuvring for position, the various Opposi- 
tion parties in the Dail, alarmed b 7 the threat of an early 
general election, and, apparently realising at last the weak- 
ness of their position, entered into negotiations for fusion. 
These negotiations were brought to a speedy conclusion 
on September 8, when conventions representing Cumann 
na nGaedheal and the Centre party agreed to join with 
the National Guard in forming a new United Ireland 
party, under the leadership of General O’Duffy. It was 
also agreed that the vice-presidents of the new party should 
be Mr. Cosgrave, who is to act as its parliamentary leader, 
Mr, Frank MacDermot, the leader of the Centre party, 
and Mr. James Dillon, a son of the late John Dillon — one 
of the leaders of the Irish Parliamentary party — who was 
also a member of the Centre party. A manifesto, issued 
on the same day by General O’Duflfy, stated that the new 
party stood for a voluntary reunion of the Irish nation as a 
paramount constitutiotul issue in Irish politics, and con- 
sidered that to achieve this end the first essential was 
solidarity of purpose among the citizens of the Free State. 
It maintained the fundamental right of the Irish people 
to decide for themselves at all times their constitutional 
status, and rejected, as fatal to Irish unity and in every 
way disastrous, the Government’s double-faced policy of 
retaining the present constitutional position and at the 
same time discarding its advantages. The United Ireland 
party had been founded to enable all patriotic citizens to 
co-operate in remedying the situation so created. Looking 
to the future while rooted in the best traditions of the 
past, it would stand for the wiping out of party animosities 
arising either from the Anglo-Irish war or from civil 
conflict. These objects are fundamentally those of the 
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Centre party. But it is to Mr. Cosgrave that the greatest 
credit for the fusion is due, because he has undoubtedly 
sacrificed his personal position for the good of the 
country. 

It would be easy to exaggerate the importance of this 
new party, which Mr. Lemass, the Minister for Industry 
and Commerce, has humorously, if not accurately, chris- 
tened the “ cripple alliance.” Although it does not 
comprise all the Independent members in the Dail, it has 
undoubtedly consolidated the Opposition and revived its 
spirit. Moreover, it enables General O’Dufiy to amalga- 
mate the National Guard with a perfectly constitutional 
party, in which his young men can still display their blue 
shirts in “ storm troop ” formation should the occasion 
demand. Their activities can now be directed to securing 
freedom of speech and vote. Although the new party is at 
present unlikely to attract many new votes, it would in a 
general election undoubtedly secure, through unity of 
purpose and with properly chosen candidates, a very real 
advantage. If General O’Duffy’s ability as an organiser 
is equal to his reputation he may be able to give it that 
efficient political machinery which Mr. Cosgrave’s party so 
sadly lacked. It has certainly saved the various Opposition 
groups from individual destruction. On the other hand, 
it has driven Mr. de Valera to a closer alliance with Labour, 
which has been cemented, if not procured, by promises 
of immediate legislation dealing with widows’ and orphans’ 
pensions, unemployment, housing schemes, workmen’s 
compensation, and factories. The Unemployment Assis- 
tance Bill, which has already been introduced, provides 
for relief to every unemployed person out of a fund derived 
partly from urban taxation and partly from the national 
exchequer. The necessity for some such measure is a 
strange and ironical commentary on the Government’s 
economic policy, and is proved by the increasing and im- 
possible burden thrown on the local authorities by public 
assistance. This is now costing the ratepayers over ,^4,300 
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a The number of people ao relieved was, in June last, 
35,622 more than at the same date in 193a. < 

Having secured the support of Labour by these measures, 
it is very unlikely that Mr. dc Valera will now incur the 
risk of another general election, because it is difficult to 
see what advantage he could gain by doing so. If and 
when he introduces a Bill for the abolition of the Senate 
an election may be considered imminent, for the certain 
rejection of such a measure by its proposed victims would 
undoubtedly be the signal for a final and decisive struggle 
in which he would, if victorious, be able to remove the 
last obstacle to the full development of his policy. The 
Senate has not increased its chances of survival by inserting 
an amendment in the Economy Bill exempting the Civic 
Guard from the proposed cuts, an amendment which the 
Government, in spite of the opposition of Mr. McEntee, 
the Minister for Finance, were reluctantly forced to accept 
in order to save their faces, because the Labour party would 
have voted for the Senate’s amendment. The Bill would, 
in its original form, have reduced official salaries and wages 
by about ^^300,000, and the Senate’s amendment will 
reduce this sum by ,^35,000, which must be found by fresh 
taxation or by borrowing. The Senate also amended the 
Land Bill by providing that the 40,000 farmers who are not 
in arrear with their annuities should be relieved of paying 
them during the period 1933-39, and that, instead, the 
payments for that period should be funded, as is proposed 
to be done in the case of those already in arrear. They 
also passed an amendment relieving local ratepayers of 
responsibility for defaulting annuitants. The Dail refused 
to accept these amendments, and the Senate did not 
persist in its attitude. 

Other and more serious difficulties have been created 
for Mr. de Valera by the action of the I.R.A, Not 
satisfied with the policy of Mr. de Valera’s Govern- 
ment towards British imports, which they consider to be 
weak and unsatisfactory, they have embarked on an aggres- 
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sive and intensire campaign against British goods, directed 
principally towards the products of Messrs. Bass. In 
pursuit of this policy, advertisement signs have been broken, 
public house owners warned, and a large amount of drink 
destroyed. One unfortunate publican was removed to the 
top of a mountain near Dublin and stripped of everything 
save his shirt and a pair of drawers, on which was painted 
the legend “ Boycott British Goods,” which is the I.R.A. 
slogan in this campaign. When some of the youths respon- 
sible for these antics were brought before the courts noisy 
demonstrations took place and large forces of police had 
to be employed to keep order. Some of those convicted 
went on hunger strike, but the Government on this occasion 
actually refused to release them, and they eventually 
desisted from their fast. Speaking at Dundalk on Sep- 
tember 10, Mr. de Valera said that those republicans 
who had been creating disorder and damaging property 
under the pretert of prosecuting the economic war were 
playing into the hands of the enemies of Irish independence. 
If he were Mr. Thomas, and wanted to bring about the 
speidy defeat of the Irish people in this struggle, there 
was nothing, after the antics of General O’Duffy, Mr. 
Cosgrave, and Mr. MacDermot, which would give him 
more pleasure than the raids on publicans and subsequent 
scenes inside and outside the courts. He warned those 
republican opponents of the Government that their present 
course might very well lead to national defeat and disorder. 
But the I.R.A. entirely ignored this reproof, and their 
official organ, An Poblacht, declared that the only tactics 
which would save the situation were those of direct attack 
on the enemy. British goods must cease to be imported 
as a first step in Irish industrial reconstruction. The 
agricultural community must be given the waste and idle 
acres, and credit and capital with which to build up their 
homes and farms. The system of industrialism in the cities 
and towns must give way to a control more stringently 
regulated by the State in the interests of the vriiole com- 
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munitf. Onfy a revt^utionary policy with a revolutionary 
leadership was adequate, they ckimed, to deal vmh these 
urgent tasks, and the I.R.A. alone supplied that leadership. 

The truth of the matter is that in this matter Mr. de 
Valera is hoist with his own petard. If he had practised in 
opposition what he preaches in power his position would 
be very different. He refused, however, to conform to 
“ the will of the people ” when it was not to his liking, 
he stirred up dissension, and showed himself prepared, 
to quote the words that he applied to his oppon- 
ents, to “ bring ruin and anarchy on the country in 
order to attain party ends.” He was not then dis- 
turbed by fear of what he now describes as ” weakening 
the elected Government of the country for the meanest of 
party motives.” The I.R.A. arc naturally surprised and 
pained by his denunciation of their mischievous campaign, 
fortheymight justly recall his silence when public buildings 
and private residences were burnt by his comrades as part 
of the work of national regeneration during the civil war. 
The chickens hatched in Mr. de Valera’s nest have 
come home to roost, and it is not surprising that he at last 
disowns the ugly brood. If there be, as he complains, 
a conspiracy not to pay rates, it was he who preached and 
practised the repudiation of obligations. If private armies 
exist in the Free State, it is because Mr. de Valera’s Govern- 
ment have tolerated and parleyed with a revolutionary 
force — for which he claims to have nothing but sympathy 
and brotherly love — ^whose existence and activities have 
led naturally to the formation of a rival organisation. 
His policy of killing the I.R.A. with kindness and ignoring 
its activities has given us a year of comparative peace, 
but it was dearly purchased, as the condition of semi- 
arurchy now prevailing clearly proves. The Waterford 
farmers, who were charged with conspiracy to prevent the 
payment of rates, were haled before the Military Tribunal 
and kept in gaol for a month awaiting trial on a charge 
which, even if they had been found guilty (which they were 
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not), was after all onlf an extension of Mr. de Valera’s 
ovim conduct in refusing to pay the land annuities. But 
the armed conspiracy of the I.R.A. to overthrow the State 
itself only meets with a mild rebnte. When the Govern- 
ment are finally forced in very shame to protect the public 
against the destruction of private property, carried on by 
the satellites of this arm^ organisation, they treat the 
oiFence as one of minor importance. 

It is no wonder that, emboldened by their success, the 
I.R.A. have extended their activities. On September 21, 
at Dingle, a member of the National Guard was fired at 
by men with rifles and seriously wounded; on September 23 
determined attempts were made to attack a meeting of the 
United Irish party in Limerick, several people being seri- 
ously injured and some motor cars burnt ; on Sep- 
tember 26 the offices of Messrs. Bass in O’Connell Street, 
Dublin, were attacked and the windows broken ; on 
September 30 the military and police had to be called out 
to keep the peace in Cork, where General O’Duffy was 
holding a meeting and the LILA, had organised a rival 
gathering. But worse was to come. On October 6, whilst 
walking through the streets of Tralee to attend a convention 
of his party in Kerry, General O’Duffy was assailed by a 
band of hooligans and struck on the head with a hammer, 
the hall in which he was holding his meeting was_ sub- 
sequently attacked by an organised mob, his motor car 
was burnt and, as the Civic Guard were either unable or 
unwilling to tackle the situation, troops had to be brought 
from Cork to restore order. The General’s subsequent 
statement that the attack on him was made by “ ex-British 
army men of the corner-boy type,” even if accurate, was 
hardly tactful. During these proceedings a Mills bomb 
was thrown into the hall but, fortunately, did not explode. 
On the same night the Civic Guard barracks at Tralee were 
fired into with rifin and a machine gun. 

Speaking at Castlebar, on October 8, General O’Dufi^ 
said that the Free State was fast being brought under mob 
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law, and Mr. xle Valera was onl7 kept in office because he 
pandered to the mob. 

When the Dail met on September 27 after the recesa, 
Mr. MacDermot, on behalf of the new party, moved a vote 
of censure on the Government for their alleged misuse of the 
Public Safety Act. This was defeated by 15 votes, as the 
Labour party, swallowing its past denunciations of the 
Act, voted with the Government. Mr. MacDermot 
declared that it was an Act of appalling severity, and that 
its use could be defended only on a plea of overwhelming 
necessity. The Government could not escape the imputa- 
tion of injustice and oppression unless they could show 
that there was a widespread prevalence of serious crime, 
and that the resources of the ordinary law had been 
exhausted. Pointing out that the National Guard had com- 
mitted no crimes, he said that the Government, having 
obtained their dictatorial powers, did not stop short at 
using them against the no longer existent National Guard, 
Powers that were not considered necessary for dealing 
with terrible acts of sabotage during the railway strike,* 
or with the activities of the I.R.A., were being used against 
farmers who had been driven to desperation by the ruin 
which the Government’s policy had brought upon them. 

But the sensation of the debate was provided by the 
statement of Mr. de Valera that the Government had 
definite information that General Mulcahy, the former 
Minister of Defence in the Cosgrave Government, had had 
conversations in Glasgow with Lord Hailsham, the British 
Minister for War — the implication, of course, being that 
General Mulcahy, who was a prominent member of the 
National Guard, had been conspiring with Lord Hailsham 
to procure British military assistance for a coup d’etat. 
This absurd story was promptly denied by both General 
Mulcahy and Lord Hailsham, and on October 4 Mr. 
de Valera, who had promised to set up a tribunal to inquire 
into the matter, admitted that the person who had given 
• See Tm Round Tabu, No. 91, June, 1933, p. 649. 
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the information had refused to come forward, and that the 
information he had given was untrue. He also apologised 
to General Mulcahy for giving publicity to this falsehood, 
but refused to allow any further inquiry into the matter. 
It . is a strange commentary on our narrow political men- 
tality that both Government and Opposition apparently 
consider it an act of high treason to have any converse with 
a British Minister. The situation is both tragic and 
absurd. 

The most serious menace to the Government’s position 
is, undoubtedly, the reluctance of the farmers throughout 
the country to pay their rates. In an official circular to all 
the county councils, published on October 13, the Secretary 
of the Local Government Department points out that 
although, granted efficient collection, the proportion of the 
entire year’s collection of rates lodged at this period 
should have amounted to one half, in no county has one- 
third been reached, and the general position is that less than 
one-eighth of the rates have been collected. The county 
council elections, which were to have been held in Novem- 
ber, have now been postponed to July, 1934. The reason 
for this postponement is ostensibly to enable the Govern- 
ment to bring in legislation applying the city manager 
system, which the Cosgrave Government started in Cork 
and Dublin, to the county councils. The real reason, 
however, is suspected of being a desire to avoid an immediate 
election on the limited occupation franchise, which applies 
to local elections in which the Government’s candidates 
might fare badly. The attitude of the farmers is well 
exemplified by the story of the six Clonmel heifers. These 
animals, which are likely to become historic, were seized 
for non-payment of rates and succession duty from a farmer 
near Clonmel. It was found impossible to sell them locally, 
and they were then removed to Dublin, where their sale 
was the occasion of exciting scenes. No bonajide bids were 
received, and they were finally knocked down for ,^14 to a 
detective disguised under the name of John Brown, who 
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lost his trousers while attempting to escape from the 
infuriated farmers. “John Brown’s trousers” are likely 
to become as famous as “ John Brown’s body.” In con- 
nection with this occurrence Mr. P. Belton, T.D., a 
member of the United Ireland party, Mr. Cronin, one of its 
secretaries, Mr. P. Ryan, chairman of the South Tipperary 
County Council, and Mr. F. B. Barton, a prominent gentle- 
man farmer from Kildare, who were present at the sale, 
were charged before the Military Tribunal, and found 
guilty of interference with the enforcement of the law and 
of unlawful assembly to disturb the public peace. They 
were fined ,£25 each and costs. 


III. The Economic Position 

T he trade returns for the twelve months ended 
August 31, 1933, prove that we are still suffering the 
natural consequences of the Government’s policy. The total 
volumeof trade during that period hadfallen tO;^55,790,i 16, 
as compared with a total of ,^80,366,644 for the year ended 
August 1932 ; a total of for rhe year ended 

August 1931, and a total of ,^107,546,897 for the year ended 
August 1930, In other words, our trade is nearly ,{^25 million 
down on the last year. Great Britain and Northern Ireland 
still maintain their positions as the Free State’s leading 
customers. The effect of the “ economic war ” is shown 
in the export trade in live animals. In the^ first eight 
months of this year the total value of all live animals 
exported from the Free State had declined by ,^4 million. 
Even Mr. de Valera’s paper, ‘The Irish Pr^ss, bewails the 
fact that although we buy from foreign countries they take 
very little in return. The mirage of alternative markets 
to Great Britain for our produce and live stock has now 
completely disappeared. Two recent developments illus- 
trate in an amusing way the nature of the Govern- 
ment’s economic policy. They agreed with France to take 
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10.000 tons oi wheat, in exchange for which France was tO 
take the equivalent in value cA Irish butter. Unfortun- 

^ ately,- when the time for delivery arrived, it was found that 
no Wter was available for export, and as France would only 
supply last year’s wheat at an absurd price, the whole deal fell 
through. Again, the farmers, urged by the Government, 
have this year grown more oats.’ This year’s crop will be 
about 650,000 tons, and there is a surplus from last year of 

100.000 tons, making a total of 750,000 tons available for 
sale. But the most the grain merchants and millers can 
possibly use is 200,000 tons, so that there is a surplus of 

550.000 tons, which is virtually unsaleable, and cannot, in 
face of British and foreign tariffs, be exported. These are 
two excellent examples of the knots into which the Govern- 
ment have tied theiliselves in their amateur efforts to 
reconstruct our agricultural economy. 

Speaking recently in the Dail, Mr. Lemass, the Minister 
for Industry and Commerce, claimed that the Government 
by their tariff policy had transferred from foreign to Irish 
factories, within a period of slightly more than twelve 
months, trade valued annually at over £^,000,000, and they 
hoped to double that figure within the next twelve months. 
Yet these results could have been obtained without any 
dispute with Great Britain. Mr. Norton, the leader of 
the Labour party, pointed out in the same debate that the 
unemployment problem was still as serious as it was twelve 
months ago, and that in some trades, such as the wholesale 
clothing industry, there were considerably fewer persons 
employed now. The truth is that, whilst the Government 
have by their tariffs benefited certain relatively small 
existing industries and encouraged the starting of others, 
they have also by their quarrel with Great Britain 
almost achieved the ruin of our main industry, agriculture, 
on which our whole economic existence depends. Moreover, 
any foreign manufacturer who cares to do so has been able 
to avoid the Government’s rather childish schemes to 
prevent the introduction of foreign capital and foreign 
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enterprise. It is indeed notorious that the unsettled state 
of the country, both politically and economically, is a 
definite deterrent to the initiation of new undertakings, 
and has caused the departure of many people who, in spite 
of their reluctance, think it wiser to realise their property 
and to leave the country. 

The Dail has now adjourned until November 15. Dur- 
ing the adjournment debate Dr. O’Higgins appealed to both 
parties to discourage any endeavour to interfere with the 
rights of others, and Mr. de Valera promised that all the 
forces of the Government would be used to preserve order. 
After admitting that the country was in a serious position, he 
said that there could be no progress if there was disorder, and 
that any such thing as mob law would be the end of them 
all, and the end of all the efforts of the nation. In some 
quarters it is believed that another general election will take 
place before the Dail reassembles, but it may be doubted 
if Mr. de Valera’s party, should he consult it, will agree 
once more to put its political life in jeopardy under existing 
conditions. 

The Irish Free State. 

November 1933. 
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I. Canadian Labour 

1 AB0UR in the broadest sense includes all economic 
activity. In Canada economic activity is carried on 
over an enormous stretch of land, the occupied farm lands 
alone extending over an area more than twice as large as 
the British Isles. And away beyond the farm lands are 
hundreds of thousands of square miles of unoccupied lands 
available for scientific forestry or open to prospectors for 
minerals. A part of the forest lands may be expected to 
become farm lands in the future, while other lands now 
inaccessible to settlement maybe expected to be cultivated 
when mining or lumbering towns grow up in their vicinity, 
or when the advent of railways and good roads supplies 
the settlers with a market for their produce. In spite 
of the present depression and in spite of all the labour- 
saving inventions of the period, the time will come when 
Canada will need a larger population to exploit her still 
largely undeveloped natural resources. 

Immense as is the area of Canada in proportion to its 
population, more than half of that population lives in about 
three per cent, of the area, that is, in the area of about 
one hundred thousand square miles included in Old 
Ontario and the thickly settled strip along the St. Lawrence 
Valley in Quebec, between Montreal and Quebec City. 
This region constitutes the industrial heart of the Dominion. 
Indeed nearly one quarter of the total population of 
Canada is to be found in Montreal island and its environs 
together with the Toronto and Hamilton district, Ottawa 
and Hull and Quebec City and suburbs, which are all 
included in the area just desaibed. 
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Ontmde this area there are only two considerable 
agglomerations of popiilation— Winnipeg and Vancouver, 
vnth their respective suburbs. While Halifax and Saint 
John in the maritime provinces, Regina and Saskatoon and 
Calgary and Edmonton in the prairies, are important 
towns, the bulk of the population in the remaining area, 
which is more than 95 per cent, of the total area of Canada, 
lives close to the land and other natural resources. This 
population is the typically Canadian population depicted 
in the novels and in moving pictures of the prairies and the 
great forest areas. Life in these parts is, for the most 
part, not so far removed from the life of the pioneer. 
Climate and its vicissitudes play a great part in the life of 
the people, and since production is largely for export, 
transportation facilities are a matter of supreme importance. 

(a) Characteristics oj Canadian Employment 

As Canada is still a new country, offering in normal 
times considerable inducements to immigrants, it is natural 
enough that her population should include a large number 
of people of the working age. The constitution of the 
population in respect both of sex and of age is affected by the 
very large number of immigrants. The disproportionately 
large number of males of working age, together with the 
transfer of females from domestic life to other spheres of 
activity, results in a proportion of gainfully occupied people 
which is one of the highest in the world. Thus in 1931 
the gainfully occupied male population was over three and 
a quarter millions, or more than three-quarters of all males 
ten years old and over. In the same year, the gainfully 
occupied females were one in six of all females ten years 
old and over. The total gainfully occupied population 
numbered nearly four millions out of a total population of 
ten and a third millions. 

Again, the total gainfully occupied population is very 
considerably larger than the wage-earning population. 
Out of three and a quarter nuUions of gainfully occupied 
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Eoaks, little more than two millions were dassified as wa^ 
earners at the census of 1931, although wage-«araen,” 
according to the Canadian census, include all salary-oamers 
up to the Prime Minister of Canada and the President of 
the Canadian Pacific Railway, not to mention large numbers 
of civil servants and teachers and other professional men. 
The remaining million and a quarter of gainfully occupied 
males are either “ workers on own account ” or employers 
of others, the former being the great majority. This 
million and a quarter includes nearly three-quarters of a 
million operating farmers of whom 90 per cent, were the 
ovmers of their farms. Probably 150,000 others operated 
retail stores or service establishments. Even of the two- 
thirds of a million gainfully occupied females, more than 
one hundred thousand were “ workers on own account ” 
or employers of others. Finally, it is quite common for 
those who are “ workers on own account ” at one time of 
the year to be wage-earners at another, as in the case of the 
pioneer farmers on the frontier of settlement who often 
work in the lumber camps in the winter. 

- All this means that the transition from wage-earner to 
“ worker on own account ” or employer is not so very 
difficult in Canada, though it is more difficult than it used 
to be, particularly in the manufacturing industries, where 
large-scale production is gaining ground, and also in trans- 
portation and finance. However, a large number of the 
more ambitious wage-earners in the agricultural industry, 
in the fisheries, in the saw-mills and even in many small 
manufacturing industries may quite reasonably expect to 
be their own bosses later on. This ambition is more 
likely to be realised by the native Canadians than by the 
British-born or foreign-bom workers because the Canadian- 
bora worker is more alive to the opportunities before him, 
and is likely to have more assistance of the kind that comes 
from old school friendships and family relationships; 
again, he is more in love with economic independence. 
Yej) large numbers of British-born immigrants have attained 
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independence or responsible positions. The foreign-bom 
worker has greater diflSculties, as he is likelyjto be exploited 
both by the baser sort of Canadian and by his own better 
informed countrymen. 

Rising to be one’s own “ boss,” however, is not quite 
all that it is sometimes represented to be. In the great 
depression, on account of the disproportionately large fall 
in the prices of agricultural commodities, the independent 
farmer who works his own farm has had to face more 
hardship and privation than the reasonably efficient urban 
workers who have steady jobs. The farmers have on the 
whole fared worse than the train workers who have carried 
their products to markets. Such reversals of fortune have 
produced general discontent which tends to increase in 
proportion as the discrepancy is long continued. The 
raising of farm prices nearer to the level of prices of manu- 
factured products would tend to restore the economic 
equilibrium and lessen economic friction in Canada. 

Another characteristic of Canadian employment is that 
throughout far the greater part of Canada the “jack of 
all trades” is more in demand than the master of one trade, 
who may not find a held for his specialised operations 
outside the industrial region between Lake Huron and 
Quebec. The handy man, who can turn his attention to 
any one of a hundred jobs from painting a garage to repair- 
ing a tractor, is the man who is wanted in the greater part 
of Canada, and sufficient self-conhdence with a certain 
amount of mechanical aptitude will cover a multitude of 
imperfections in a man’s work. Thus Canadian labour 
is to a large extent unspecialised and intensely individualistic. 

From whac has been said, it follows that trade unions 
are relatively weak because of the small number of specialised 
workers. The total trade union membership is only a 
little over three hundred thousand, a figure which includes 
some onions of the industrial type. The strongest trade 
unions are in the railway trades, the ircmjand steel trades, 
the textile and the printing and publishing trades. Again, 
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th« trade nnkuw are weakened by the loss of th^ aunt 
iateUigeat members^ who become employers or ** workers 
on own account.** It is significant that many <A the leaden 
of the Canadian trade onions are British-born, inasmuch 
as the British are more class-conscious than the native 
Canadians. Moreover, the majority of the trade unionists 
of Canada are members of international unions with head- 
quarters in the United States, a fact which is causing 
some searchings trf heart at the present time in view of 
the attitude of the United States Administration toward 
trade unions. There the Government has adopted a 
policy of higher wages, shorter hours and the recognition 
of trade union organisations, and this is likely to make 
Canadian trade unionists more intransigent in their attitude 
towards their employers, who at a time like the present 
have many other difficulties to face in bringing about a 
national revival. 

Again, the Canadian labour force, especially the non- 
Canadian-bom, is to a considerable extent nomadic, 
wandering from place to place out of a love of adventure 
and a desire for more favourable conditions. Thus in 
former times many Canadian farmers’ sons made their first 
acquaintance with the Great West by going there as 
labourers in harvest time — ^a habit facilitated by extremely 
low rates on the railways, and often leading to the establish- 
ment of new farms on the prairies. To-day, however, 
wandering labourers either “ ride the rods ” in spite of 
official prohibitions, or ** hitch-hike ” through the kindness 
of motorists. All this Wanderlust will throw very great 
difficulties in the way of the administration of any system 
of unemployment insurance that may hereafter be devised. 
While skilled labour of an industrial character usually 
*' ttaya put,” the farm labourer, the construction labourer, 
and the worker in the lumber camps and mines, who are 
really in the greltest need of a system of unemployment 
inanrance, wi|l ^^tinue to go where fancy calls them, thus 
increasing thk difficulty of collecting from them any con- 
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oftiaskiUifKawkbd for by sack 4 syiatan, Jta4 
it l^ficolt to test the bons kdes rf drtitf lipgttffeqHBtteg^ 
triiieB ikef lor friut ins^ be doe to t^idaH. ladeed^ 
k is a qaestaoB wkedier the djstades to tke idofitioitt of s 
s^nteEm of aiiem|do]noait insucance «re aoc, for the next 
tea or toenty years at all erests, insnperable. 

(^} Bfigbt/r Emphymrn Figura 
The high point of indastrial acdvity in Canada was 
reached abont Angnst 19x9, after the whole of the 
Btimtdas of the enormoos hairest of 1986 had been ab< 
sorbed into the economic astern oi the country. Further^ 
many Canadians had made money as the result of the 
great boom in the United States and the Canadian stodc 
maikets. New construction, always a very important 
dement in the economic Itk of a young country, reached 
the record total of 577 million dollars in 1929. Even after 
the break came, it was generally believed that only a 
tesaporary readjustment was involved. The business fore- 
casters continued to repeat their clasnc formula that 
“ prosperity is just around the comer,” and no one was 
disposed to be very, much concerned over the fsct that the 
use of the combined harvester and thresher had cut down 
the demand for extra agricultural labour in the West. 
Rathn were the observers disposed to consider this as 
tending toward a stabilisation of emjdoyment — a boon 
rather than a bane. 

The most comprdiensive measore of the empicyment 
situatian in Canada is the monthly return of the aggr^te 
nomber of empbyees made by some 8,000 of the larger 
en^loyers of Canada to the Domuuon Bureau of Statistics. 
Th^ firms, which employed almost ijioo,ooo workers nt 
tke peak level of emj^iynient in August 1929, emfdoyed 
oidy 1,043,000, 9$6,ooo raad 792,000 in August ii^o, 19^1 
and 1932, respective^. Imbed, the decline contin]^ 
1993, udKn^bwpmat 016961000 wu reaclmd, 
pfuedod^ 400,000 lower than the k^ naatkof 7929. This 
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VU rdie eaqierieiioe in spite .id s gnchial incfcaae iA ^ 
itno^bNU'irf n^xntmg 

SeMOnsI tnoTements <d empbyment sre osam^etsble in 
Cinsda, owing to dimadc conditkois. l^ss the finns 
reporting to the Bureau of Statistics emph^ on the average 
nine persons at the hi^ point of the ^ear, which is usualfy 
in August, for eveiy eight persons they employ at the 
low point, in January. The difference would be greater if 
it were not for the inclusion of “ logging,” which is a winter 
industry, in the figures. Further, it should be noted that 
the very considerable variation between winter and summer 
emplo^ent in agriculture is not reflected in the figures. 

The low point of the depression, as reflected in the 
absolute numbers employed, was reached in April, 1933, 
but the gain between April and June was not as large as 
the usual spring gain, reckoning by the experience of the 
last twelve years. However, between June and October 
there has been a steady increase in employment, even after 
seasonal variations have been eliminated, and the grand 
total number of workers on the staffs of the reporting firms 
has increased to 8 34,000. It looks as if the worst were over, 
though unquestionably the approach of winter finds 
employment still at a low ebb and a large amount of direct 
relief will have to be provided. Parallel with the increase 
of some 35,000 in the number of the people employed 
reported by various firms during recent months-^n 
increase which is indicative of an increase of some 
275,000 in all sorts of employment — ^there has been a decline 
firom 1,522,000 to 1,000,000 in the estimated number of 
pNsons on relief. The number shows a slight increase, 
however, in September and may be expected to increase 
farther daring the winter. 

Goierally speaking, the depression has been deepest 
in the construction industries, though its severity has been 
omriderably mitigated by relief emjfloyment oq pulflic 
worb. Thus employment on construction has not djodiaed 
as much as might have been expected. Apart from kImI 
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oi the coBstrwctm ind«^inet}K 
reaBsed fr^ the fact that in the fint nine natontlu of S^j 
contracts awarded for this sort of work had an aggregate 
aalne of onl7 $63,500^000 as compared with l442,ooioi/}0o 
in the same period of 1919, a dedine of about siz-'serenths. 
Of course, it has also to be remembered that building 
costs were much k>wer in 1933 than in 1929. 

Among industries which make numthly retom^vOC 
entpbyees manufacturea are die largest group. Hme there 
has been an absolute increase employment each month 
from January to September in 1933, tb£ total number of 
wmrkers replied by about 5,000 firpis rising from 369,000 
in January to 431,500 in September, or an increase of ora 
sixty thousand. The figures ci this group are not directly 
affected by relief work, and after allowing for seasonal 
Tariatioo there is an increase of about ten per cent, between 
April and September. The increase in manufactures is 
cme of the brightest spots in the general business situation. 

Employment in the transportation industries has been 
very generally reduced as a consequence of the falling off 
in the quantity of commodities to be transported, the 
relatively stationary character of transportation costs as 
compared with prices, and the relatively high wages paid to 
certain classes of workers on the railways, in consequence 
of which the latter economise on their labour force. In 
recent months, it is true, the number of employees in the 
transportation industries has increased to some extent, 
and a substantial increase has also been recorded in whole- 
sale and retail trade. 

Mining is also affording increased employment ; coal 
mining is showing at least a seasonal increase in activity, 
and the mining of other non-metals, as well as of metals, 
is inmeasing. Some 7,400 workers have been added to the 
Bta& of the reporting firms in recent months. 

On the wlude, therefore, the last six months have seen a 
substantial increase in the numbers at wqric, and from this 
it ^uld appear that tfie worst of the dq)re88ion is over, 



fitting tbere fvffl pnd>tl}|^ be settle Mtseait Mediae el lltts 
stffl k>w tevd eC <krii>^ 
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D uring the pMt soauner Canada has been die iscene 
of an unpreeodaited nnmber of confer^ces of a non- 
profeanoKd nature. The British CommonweaMi Re- 
latioBS Conference at Toronto is described elsewhere. Both 
the Liberal and CoasentatiTe parties held summer schools 
for the first time, and they were of a studious rather than a 
party character. A non-partisan conference on political 
and economic questions was held at Lake Couchichii^, 
not far from Toronto, lliese meetings brought together 
a number o£ men and women interested in various aspects of 
coDtemporaiy problems, both Canadian and international ; 
and while one may concede some degree of wasted effort, 
there can be no doubt of the benefit that will come from an 
earnest and detached study of the complex and varied ills 
that beset die modern world, a study which these confer- 
ences made possible. 

Not the least interesting of the meetings was the fifth 
biennial emiference of the Institute of Pacific Relations 
hdd at Banff, Alberta, from August 14 to August 26. 
The general scope and natme (ff the work of the Institute 
will be familiar to readers of The Roohd Tabce. It is an 
unofficial and noa-pardsaa bo(fy, comprisbig cidzens of 
those States which border on, or have possessuHis in the 
Pacific Ocean, and was created lor the purpose of studying 
problems affecting all or some of die comitTies concerned. 
There is a pernunent staff at Hcmolulu, and each " nadoail 
group ” mokes itsdf responsible for kxral organssadon and 
research. Thm the bienmal conferences have as a baeb- 
ground a bo<fy of research work which in tom is sdmuhited 
by e«^ auooeeding oonlsMnoe. 

Two of the four predous conferences-— those hdd ai 
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HnMnlB «ad bem ptevuM 

iitt9Bdbm(rfTmB«WMoTAM^ 'X3>fiip«iii&(»BLfe^ 

$lt Sbaj^MiA the troubled depaof 1951, a&d ihe fifth^udiBfe 
gecftapfaically removed from the scene of the stro^^ in 
the £ast» met under the shadow of the Manchurian stn^;g^ 
and the Japanese withdrawal from the League. In 1931 
the Institute was faced with the problem whether a con- 
fetfiBce was feasible when hostilities had actually brolen 
out, involving tvro of the principal participating States ; 
and the success of the Shang^ meeting showed that it was 
not only possible but of add«l value during such a time. 
Dr. Hu Shih, chairman of the Chinese group at Banff, made 
a happy reference to this issue : 

Tvro yean ago, in my opening speech as President of the Con- 
ference, 1 said : “ It is not saying too much that the opening of this 
conference to-day trill long be remembered, not only in tbe amials 
of our own Institute, but also in the history of all sister institutions 
of an international nature, as haring set up a splendid precedent 
that all those who in peaceful times pride themselves as being 
intemationally-nunded must not desert the ideal of calm thinking, 
patient research and open-minded discussion at a time when folly 
reigns and passions carry the day.” It is, indeed, gratifying to see 
wMe folly still reigns and passions still carry the day, we, members 
of the Institute of Pacific Relations, are once more assembled here to 
do our work in calm thinking and open-minded discussion on the 
various problems which have set the nations of the Pacific at variance 
one against another. The precedent set up by the Shanghai Coor 
ference is now apparently accepted by all member-groups of the 
Institute without a murmur, and individual members from countries 
between which relations cannot be strictly termed “ pacific ” have 
come to this Conference vrith very little of that doubt and hesitation 
which had prevailed during the weeks just before tbe opening of the 
Shanghai Conference. 

The agenda for 1933 provided only incidentally for 
discussion of the political question in Manchuria, but 
references were made from time to time to this pressing 
asp^t o{ Pacific affairs. While the Institute undoubtedly 
has succeeded in bringing together in friendly discusrion 
men and women from States some of which are at political 
* See ThsRouiisTasxs, No. December 19S7, and No. 78, March tffo. 
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Wtiaiiee, dkde m» evident at dmea at Benff aot&e 
oS leetrunt eansed bjr die political atnitioili hk the Far Eattu 
In ** critique ” ci the Conference, Mr. Wdln^ton iiu, 
relenkfg to the ducosnons at the round tables as a ^vhole, 
urged more frankness. Hie Institute, he said — oi^ 
partly humorously — ^may yet have to offer martyrs to the 
cause of free discussion oi international issnes. 

Many Canadians have never thou^t cff Canada as a 
Pacific Power, and the fact that the Institute met at Banff 
may well have served to remedy this deficiency. The 
selection of Banff had, perhaps, a further advantage (apart 
from the beauty of the surrounding Rocky Mountains) 
in that it made it more dear that the Institute is concerned 
with the whole Pacific area and not only with the Far East. 
In this respect there was some compensation for the c^nge 
from the vivid atmospheres of Kyoto and Shanghai. 

Much of the success of any conference depends on its 
personnel, and in this the Banff Conference was very 
fortunate. All the groups were of high calibre, and repre- 
sentative, too, of various schools of thought in the countries 
from which they came. Australia, Great Britain, Canada, 
China, Japan, New Zealand, the Philippines and the United 
States sent groups as before; groups, too, came from 
France and the Netherlands, and were made full members 
of the Institute. Observers were present from the League 
of Nations, the International Labour Office, and the 
Institute of Intellectual Co-operation. 

Two subjects were discuss^ by the four round tables : 
" international economic conflict in the Pacific area : its 
control and adjustment,” and “ problems of education.” 
The first of these received the lion’s share of the time of 
the Conference, and, indeed, was sufficiently wide and 
engrossing to occupy a longer period than was available. 
Four main questions appeared in the agenda for the gnid- 
ance of round tables : — 

1. What types of conflict are there in the international economic 
reladons of Pacific ana f 
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; WMm) 

titf ja wW iCaaijM of opaflic^ ? '' 

3. What ioi^rtant methods haste heen practised for de^ng sri^ 
ilttMaiti<»aI eeottomk confficts f 

4. To extrat hire tlmie methods been effective I What ate 
die lumtatioBa their scope ? 

The four touiul tables approached these problems 
suaultaneotislf, fortified hy the large number of agenda 
papers which had been vmtten on various aspects of the 
subject. Although general sailing directions were provided 
in the agenda, each round table followed a somewhat 
different course. Furthermore, the Institute expressly 
avdids the passing of restdutions ; and while this procedure 
adds to the freedom and purely studious character of the 
discussions, it accentuates the difficulty of analysing them. 

The word “ conflict ” offered a problem in definition 
of which the solution adopted by one of the round tables — 
“ international competition in an advanced stage but short 
of actual warfare” — met with general acceptance. Cer- 
tainly there was no question as to the existence of economic 
conflicts, and each round table proceeded to examine 
them, using varying examples, depending to some extent 
on the knowledge and experience of individual members. 
The influence of the sugar, cotton, rubber, shipping and 
other industries on international relations was brought out, 
as were the problems arising from the unequal distribution 
of food and raw materials. Tariffs, boycotts and subsidies 
were discussed as forces contributing to international 
friction. The Ottawa agreements, the N.R.A., and the 
possible dosed door” in Manchuria were carefully 
considered. Serbus attention was i^ven by some of the 
round tables to population problems, such as over-popula- 
tioa and migration. Connected with this were interesting 
discussions of the varying standards of living, and the 
factors that went to make up the divergent standards in 
East and West were analysed. 

The discussions of causes of conffict revealed a hig^y 
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compld: sitwtioa in Si4uch poiitical, eaoiiomc <Ad lodil 
ibices were inextricably intertwined. In seeking to define 
the methods of controlling the conflicts thA srose, the 
round tables were faced with an eqnally intricate prohleni ; 
and some of them gave more time to coosidera'bRm of 
solutions than did others. One of the round tabl^ 
analysed its findings in this way: that the peace and 
prosperity of the Pacific area required that cmain questimis 
— nmch as currency stabilisation, tariffs, accws to raw 
materiak, migration and peace machinery — should be 
effKtively dealt with ; that this might be achieved either 
by voluntary co-operation between governments, by agree- 
ment between groups of private interests, or by — ^what has 

not yet been tried ^international government. It was 

felt that, while international government was iK>t an 
immediate possibility, some approach might be made to it, 
one of the principal avenues to saner relations being through 
education. 

By this comparatively logical transition, two round 
tables turned to consider “ problems of education.” 
Education was considered in its widest sense as the format 
tk>n of public opinion, and in this connertion the influence 
of the press, of the cinema and of school-teaching was 
discussed. Emphasis was necessarily placed on the import- 
ance of accurate and unprejudiced information, and the 
dangers of propaganda of an emotional character were 
pointed out. 

Other aspects of the work at Banff can, for lack of space, 
be only mentioned. At the opening and dosing sessions 
speeches were delivered by the president and other members 
of the Conference. Three evening sessions were arranged : 
one on “ currency and ftnandal problems of the Padfic 
dH^ea ” and two on the National Recovery Act of the United 
States. Spedal round tables were convened on ” educa- 
tional techniqueB ” and ” communications and news 
dissemination.” There were also meetings of a spedal 
round taUe on international legal questions, and at this 
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Mnrnd taliie 'M» iatrodaced a paper of great B U axe afr — 

** aome coanderatiom of tke fatare reconati^ction of die 
peace nuduneiy ia the Pacific.” Hiroaghocit the Coa> 
fenmce dw ▼ariooa committees met aad drew ap teotathe 
plans for the contionatum of resurch worjc and for the 
1935 Conference. 

As has been mentioned, on the last day the Conference 
looked at its woik in the form of a critique,” and various 
valuable suggestions of possible improvements were made 
for the benefit of future conferences. It may, perhaps, 
be taken as the general feeling of the Banff Conference that 
the Institute had done something, and by continuing its 
wmk could do more, to aid in the understanding and soln* 
tion of the vast and complex problems of the Pacific 
area. 


III. The British Commonwealth Relations 
Conference 

T he British Commonwealth Relations Conference at 
Toronto is dealt with in its broader aspects elsewhere.* 
The purpose of what follows is merely to say something 
about the repercussions of the Conference m Canada. 

The Cmifa-ence took both the public and the press by 
surprise. On the great North American continent it is 
unusual for even two or three to be gathered together 
without a maximum of publicity, and when without any 
preliminary blare of trumpets public and press suddenly 
awoke to the fact that distinguished men from various 
parts of the Empire wtn here among us, gathered to take 
part in a conference, there was considerable mystification. 
Whm it became known that the meetings were private 
and that the only thing to be given to the press was a 
prepared statement, the surprise and mystification were 
mtensified, and in the case of some of the newspapers 
riteie was a tendency to irritation as well. The Tonmto 
•Seep^eas. 
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£ivi|i^ « Ootmewmt puffoii iiSA 

**M tile inupoee ci the Biitish 0»i»noi»Mii^ Rehitieos 
Cffiiieae&ce is tQ foeter Empire solklaritjr^ it eeeoie sue’ 
fotftmute that the sesskma are being hcM behind ckMed 
doors,” while the Telegram complained that the reports 
nsned to the press were inadequate and inane.” This, 
of course, was bound to be the newspaper vm-dict on any 
report which, as in this case, eliminated personalities and 
incidents iitmd merely gave a summary of the arguments 
used. 

The personnel of the 0>nference gave rise to considerable 
comment. The names, already well known in Canada, of 
Lord Cecil, Sir Herbert Samuel and others of the United 
Kingdom delegation, and of Mr. Downie Stewart from 
New Zealand, who attended the Ottawa Conference a year 
ago, immediately gave the Conference a standing in the 
eyes of the public, and it was soon realised that the other 
visiting members, though not previously well known in 
Canada, w6re men of position. 

The personnel of the Canadian delegation was not so fulty 
accepted. Sir Robert Borden, Mr. N. W. Rowell, K.C.K., 
Sir Joseph flavelle and Sir Robert Falconer were men whose 
views and attitude of mind have been familiar to the 
Canadian public for a considerable period of time, but there 
the views of many of the delegates were quite unknown, 
and as the Conference proceeded it became clear that not a 
few of them were men of a rather highly intellectual type, 
who expressed with great freedom opinions of a much more 
radical nature about the subjects under discussion than had 
been customary at previous meetings of this kind. 

The proponents of these views felt it highly desirable that 
the other delegates should have a change from the diet of 
sentimental imperialism which is so often the only fare 
provided for visitors from the rest of the Empire^ and 
while they assumed that the Empire would continue in 
being, they were determined to let the other delegates Imowr 
ofjthe existence in Canada of what may perhaps be described 
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w « Naath Amefkan coatinentil tow «eiBpei«d kf ttaoog' 
mtio& Cmada’s obiigationa in nnd Leagte ^ 

-Ag soon as it became known that this point of view was 
being put forwanl, qaestkms and protests began to appear 
in the Conservatwe press, though Liberal newspapers 
apparently contented themselves with merely reporting 
the proceedings of the Conference. 

llias the comments of the Mail and Empire^ a Toronto 
Conservative newspaper, were as follows 

The British Conunoawealth Conference, held at Hart House under 
the auspices of the Canadian Institute oT International AfEairs, is 
subject, and we think properly so, to considerable criticism on one 
count. There is a widespread feeling that some of the Canadian 
speakers, who by no means represent majority public opinion in this 
country, were unduly cold in their attitude towards the Mother 
Country and the rest of the Empire. These speakers belong to the 
separatist school, which is as vociferous as its numbers are small. 
Little Canadians in their outlook, they seem to be whoUy lacking in 
imagination, in respect for Imperial traditions, and in an adequate 
conception of history. They appear to delight in belittling the 
glorious work accomplished by the British League of Nations on 
behalf of humanity, even going to the length of denying that the 
Mother Country and the British Navy have done much for Canada. 
We believe that such sound Canadians and Imperialists and peace- 
lovers as Sir Joseph Flavelle and Hon. N. W. Rowell, who had to 
listen to the harangues of these men, must have grown restless under 
the ordeal. The Canadian autonomists had the support of one or 
two South Africans, but the delegates from Great Britain, Australia 
and New Zealand took a strong stand against them. 

Again, take the Orillia Packet and Times^ an independent 
organ: 


It would appear (said this paper) that the “ delegates ” who 
undertook to speak for Canada were t^posed to emphasise the inde- 
pendence which has been conferred on the Dominion by the Statute 
of Westminster. In this attitude we are inclined to question whether 
th^ represented either the general opinion or the highest interests 
of die j^ple of Canada. This whole independent nation agitation is a 
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m A 7 iatut’Empire devek^ia^t a ^ijpraiteiiiiiW !XV 
nun Canadians value the privilege of being Britiah 8abin^.ag4 
have no desire to see the ties of the Empire weakened. If we rire not 
ihistafcen, there is a growing fedii^ that the k>osenii% prooess has 
gone too far ahesify, jmd a realisation that Canada’s but chnoria 
the midst of a distracted world lies in the diiectkm of a more dose^ 
knit Empire. 

Delegates to the British Commonwealth Relations Conference, 
meetmg at Toronto, (remarked the Halifax Heraldf an independent 
Conservative newspaper, in an artide ^aded ** ' Status,* Again ”) 
have been discussing the question, “ Is the King one, or is he 
several f ” In other words, ** Can the King be at war and at peace 
at the same rime ? ” 

The Conference, we read, disposed of the question for the time 
being b^ referring it to a committee of lawyers. 

Toronto despatches containing a summary of the proceedings of 
the Conference go on to explain that : 

Under the new doctrine of equality of status of the Dominions 
with the United Kingdom, the problem of war and its possible 
effects on the Empire is regarded by the delegates as of vital 
importance. Some delegates took the view that the com- 
pletely self-governing nations of the Empire had really resolved 
themselves into six separate and independent kingdoms with a 
common sovereign and that the King’s acts as King of Canada 
need have no relations to his acts as King of the United Kingdom 
or of Australia. 

Thus, it is added, '* the King of Canada mig^t declare war on a 
foreign Power, while the King (rf Australia remained friendly,” 

But why should this school of constitutional thought confine its 
soggesrions to the declaration of war ” on a foreign Power ” i If, 
as tmy contend, the countries of the Empire have " resolved them- 
selves into six separate and independent kingdoms,” then, redacHa 
ad iAiufdum, the King of Canada would be quite able to declare war 
on the King of AnstraUa, or the King of New Zealand would have the 
power to di^re war on the King of the United Kingdom. 

It is becoming increasingly difficult for the average person to 
follow the reasoning of certain types of the " constitutional mind.” 
And despite all that constitutional experts may say about it, theie 
is no equality pf status as between the Dominions and the Mothm* 
Constry— not even under the provisions (rf the Statute of Wot- 
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Ever since the Hart Honae Cooinaiioe ^t end) weiurve been 
delnged ktters.hom xetden— ia i^te d the fact that wetdo 

not make a practice of printiog letters from readers — deaomndilf 
one or odier of tlw attitudes *’ expressed at that Conference on the 
subject of Canada and war. The majority of these express s trod a g 
disa]^)s)oival (d both the Leaguut attitnde and the Monme Doctrine 
attitude^ and their writers appear ^tireljr satiafirii with the fvtr 
1914 STStem under which, whenever the Parliament of the United 
Kingdom declared war, the Dominions were automatically in a 
State of war. This simple and easily comprdienaible system worked 
very wdl for a long time ^rtly because the Domtnions did not have 
to spend any money on most of the wars declared by rite Parliament 
of rim United Kingdom, and therefore did not mind being in them), 
and it presumably the system which theoretically at all events is 
working to-day. But it is a little too simple to last for ever. 

Far one thing it involves a complete negation of responsibility by 
Canadians for all serious questions of external policy. The mott^ 
“ My country right or wrong,” is open to criticism, but the posses- 
sive pronoun at least implies a recognition of responsibility, of the 
citizen's duty to diare in the determination of national policy. The 
motto, “ Somebody dse’s country right or wrong," is fundamentaHy 
unmoral, being an acceptance of complete irresponsibility in the most 
important sp^rc of national action, and it is the real motto of all 
those who tell us that Canadians must now and always and auto- 
matically be committed to war and peace on the strength of a vote of 
the House of C4mmon8 at Westminster. 

It was observed on *n earlier page tbat the Confere nce 
tvA Canada by anrprise. Canadbms -who had already 
reached ntatiuity at the end of the war vrere indined vdien 
peace retothed to feel that they could now apply their 
oiads for a time to the nt^nt ^blems of economic restora- 
tion. What with the years of readjustment, the boom 0# 
1925-1^, and die subsequent depression, most of ns, not- 
inthsiiwding a growing -sense of the importance to Cimada 
of Eoropean tranquillity^ hare concentrated on onr own 
draMStk pndbleins. Even those who might nomudfy be 
expected to tain an interest in international aSairs, and who 
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be£p^ tlwwur would luve been «iudoii$l]F coocetwd tkmt 
in^wiiil rdadoBs, have failed on the in theae b«t 
years to give any serious or continuous attention to ifltpor' 
tant Empire matters and international rektionships. Hiis 
is abo true of those in puhHc Efe. 

^I%e Conference did a good deal to stir people np to 
grapple once more with the problem of our external 
rdationa. It is perhaps unfortunate that much of the dis- 
cussion centred around the British navy, as this tencted to 
accentuate differences ofvopinkm. Australians and New 
Zealanders — not merely the mteUigentsia but the man in 
the street — one imagines, live day by day in the conscious- 
ness of the fact that their daily life depends on the strength 
and efficiency of the British navy ; but they should not 
expect us in Canada to have this feeling in the same vivid 
form. Living on the North American continent in juxta- 
position to the United States has inevitably had its effect 
on our minds. This is not to say that what the Saturday 
Night calls the “ Monroe Doctrine ” attitude* represents 
any important section of Canadian opinion. The writer 
beeves that there is no doubt that this view, though 
expressed by men of high quality, whose reaction frwn the 
sentimental imperialist point of view cannot be wondered at, 
is foreign to the man in the street, first because it repre- 
sents an over-intellectualised attitude, and second, because, 
however little its exponents may so intend, it depicts 
Canadians as rather suspicious and ungenerous people, 
which is far indeed from thdr true nature. To say, as one 
delegate did, that Canadian officers should not go to 
British Staff Colleges and that the Canadian Chiefs of Staff 
should not confer viith the British War Office because 
such action implies that Great Britain and Canada have a 
defensive alliance which is not accepted by the people 
Canada, is to say something which is meaningless and unrwd 
tothemanintheaueet. He would fed that if and when the 
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time^atmas wKen we ^all have to aaeame 'dio fespoaoi}*^ 
l»lit^ 4xf goiiig to war the natural is lor i»to ocH]|N&iate 
ai a put of Empire. 

Notwithetanding the atatement in the Tonmto StOmiiinty 
Ni^, that the majority of its cotreapondenta '^appear 
entirely satisfied with the pre-1914 system under which 
whenever the Parliament of the United Kingdom declared 
war the Dominions were automatically in a state of vmtf** it 
is probably safe to say that the number at those who take 
thk simple view is on the decrease. “ Somebody dse’s 
country right or wrong ’* not be a permanently satis* 
factory working rule. 

The great contribution that the Conference made to 
Canadian thought was to make much more real, to a certain 
number at any rate, our international responsibilities. 
Notwithstanding some rather naive “ boys-of-the-bulldog* 
breed ” talk at the Conference, the all-important fact is that 
there was unanimous approval of the principle that the 
only war in which menibers of the Empire could be expected 
to engage was a collective war or a L^gue war. 

If, as one hopes, the result of the Conference is to make 
people think seriously on these momentous and immediate 
questions (how immediate we know much better now than 
we did even a month ago when the Conference adjourned) 
it will have served a most useful purpose. Thoughtful 
people, who, after all, even in a democracy, will count in 
the long run, are certainly not members of the imperialistic 
school any more than they are of the “ Monroe Doctrine ” 
school. They recognise their responsibility as well as their 
rights in the Empire (the “ Monroe Doctrine ” exponents 
incidentally arc as keen as anyone on their “ rights ” as 
British citizens, which mean so much to Canadians as 
soon as they step out of Canada, and particularly as soon 
as they step off the North American continent). 

It is their view that the participation of Canada 
in any war should come only as the result at a definite 
asaumptimi of responsibility on our own part. On the 
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otlwr lufid thfljr Mcogmse that onr 'lunbmd vmm ^ 
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•olCatkm as to arfaat auUuif saeaaiffeB are to be tabea 4^ 
the event of vm. 

Of^ber, 1933. 
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AUSTRALIA? THE BRITISH 
^TTLERS IN ViCtORIA 

T HE^toorce of this ttoubte cn be triced to tlKMe 7«ftA 
)i»t after the war when m^rial aentiiQeiit BOt otdjr 
amoiddered but flamed in the miads of many political 
ieaders. UBemplayment had then made itself feh in 
Great Britain, but the world was still very short of reserves 
of row materials, and primary production was, in general, 
reasonably remunerative. Very few observers then had 
any substantial doubts that ^ world would be able tt> 
continue to absorb the products of the land in increasing 
volume. Gerious economic studies of agricultural enter- 
prise were rare in most parts trf the Emfure, particularly 
in Austraha. The minds ^ politicians were more impressed 
by the vast potentialities of the wide t^n spaces than by 
the economic diflicuhios of their development. Even the 
-judgment of those officers partkulariy concerned with hnd 
settlement was somewhat clouded by the prosperity which 
high prices had brought to nuny rural districts. In these 
circumstances it was quite natural that some attempt 
should be made to stimulate migration and thus assist in a 
redistribution of population. 

In 19U the Commonwealth and the Stores had agreed 
to cooperate in the matter of migTatioft. From 19*2 
onwards various agreements dealing with migration were 
imde between Victoria and the Commonwealth and 
between the Gotnmonweateh and Great Britain. The 
State was to settle the migrants, using loon mtmey raised 
by the C(»amcnwealth, wlule Britain subsidised 
the movemrait ind otherwise assisted it. The eeleetion 
the settleri in ing^d was under the contml of the 
Ag«nt- 4 i^ewd for Vktbria. 

o noj 
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Between 1923 and 1928 about 800 approved mig|r«it8 
arrived in Victoria under the sebeme. About 440 of them 
todemp Isnd^ i^oflik|is of Statef S<we ^igaged 
in wkeat growin]^, others in the production of dried fruits 
or fruits ror eannibg, some in-daiiTihg; sbihe were settled 
in irrigation areas, and some were not. 

During the ensuing years many of the settlers found 
thmnselves uiuble to make a success of their farnrittg 
ventures. Those who '^e growing wheat encountered 
a series of very dry seasons, and in some cases the prices 
of the commodities jHoduced fell. But apart from such 
general troubles many came to the conclusioa that they 
had been deceived and unfairly treated by the authorities 
responsible for the migration scheme. As time advanced 
they became clamorous. Simultaneously, in many districts 
of the State the returned Australian solders were equally 
dissatisfied with the circumstances in which they found 
themselves from 1928 onwards ; and it is highly probable 
that the latter groups provided a considerable stimulus 
to the former. Although there was a good deal of dis- 
content in some rural areas, there is no justification 
whatever for the idea that the men were starving. Sus- 
tenance has not been denied by the Government to any 
settler who has not been guilty of definite malpractices, 
or who could not support Ums^ or his family from other 
sources. Nor were there any untoward incidents ; common 
sense prevailed throughout. 

After a certain amount of pressure by the representatives 
of the British Government, the Victorian Government 
agreed to an impartial inquiry, and in December, 1930, 
they appointed a Royal Commission to inquire into the 
matter. The cost of this Commission was shared between 
the British, Federal and State Governments. The Com- 
mission reported in Marche. X93J* ft found that “the 
e:q>ectatioQs of intending settlers were almost certain 
.to be unduly infiat^.” by “turgid panegyrics of farming 
conditions in Victoris — somewhat like the salesmen’s 
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poffiag gtaenlitks fviuch oaoet people heve lesunedi to 
doooidtt Inrgely when not uttered on beludf of Gortta* 
mente.” The fundamental point in the settlers’ case must, 
therefore, be taken as proved. The Commission con- 
sidered that “ the Government of the State, by reason 
of its obligations to a complainant arising out of or under 
the agreement, was bound to offer him suitable blocks for 
settlement if he so required,” and further that the State 
should not have undertaken the obligations if land of 
suitable productivity and nature were not available. 

As regards the actual farms allotted to these men, the 
Royal Commission considered that “the State was not 
entitled to place such persons anywhere without informa- 
tion justifying the assurance that, on the average^ the 
seasons would be such as to make likely for the settler 
the achievements indicated.” It was also urged that the 
particular blocks were specially unsuitable. In regard to 
one district the Commission reported as follows : “ Making 
all allowances we think that the State should not have 
allowed migrants, to whom it owed a special obligation of 
protection, to be settled on the blocks allocated to the 
complainants.” And, what is more serious, “in general 
it appears that owing to the competition for blocks by 
Australians, who received preference because of their 
experience, the migrants were placed on inferior or more 
remote blocks.” The Commission also considered that 
the instructional services provided were “not sufficient 
to be a complete fulfilment of the State Government’s 
obligations arising out of . . . the agreements.” 

Falling prices doubtless aggravated the trouble to some 
extent, but it is significant that the complaints originated 
before the depression had become at all acute. On this 
matter the opinion of the Commissioners was that 

The State Government . i . being a planner of land settlement, 
with the obligations to the complainants . . . could not reason- 
abi}r assnme i^t the then eoating prices of farm products would 
condnue. It should have antidpated that a considerable rerorsiee 
02 20 $ 
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U«^,afcaHiiiq^. To. a n ticipate rcEKxakm nraa tbe 
course and avas snggetted at tke time bj some jpec^, indai^iig 
a writef In ode of fhe State G6Veniineiit*ii oWn ]pnl[>Ii(^tio!it. 

The Commiedicmaa reported that although the cott^ 
^inants maf have no rights under the agreemolts enfm-oo- 
ahie in hnt, there are special drcumstaBcefi . . . wlddi gkc 
them a just daim upmi the State.’* Neither the Victorian 
Qomilment nor the press suggested that that just claim 
should be overlooked, but manifestty the situation tvns too 
mvolTed for immediate definitive action. 

The settlers began an intensive propaganda campaign 
in the press both in Great Britain and in Victoria. Numer- 
ous references which did less than justice to the Victorian 
attitude were made in the House of Commons. The 
settlers were insistent on the responsibilitj* all three 
Governments, inasmuch as all three had sponsored the 
scheme in one waj or another. It is certain that the plan 
was given fairiy wide publicity in England by responsiUe 
persons not directly connected with Australia, but this 
publicity was based on the assumption that the statements 
issued the Victorian Government were as good in fact 
as they almost certainly were in faith, if the British 
Government were to be held responsible they were only 
so because they had been misled by the Victorian Govern- 
ment. in the House of Commons Mr. ]. H. Thomas 
denied the liability of Great Britain, which Mr. Maxton 
alleged ejd«ed. The liability of the Commonwealth is 
more definite. Its political leaders had been urging a 
policy of Empire development. It had agreed to co-operate 
in the settlement of migrants. Some of its political l^ders, 
when in Great Britain, had acclaimed the scheme. The 
Government should have been in a position to estimate the 
soundness of the Victorian proposals. Later it appointed 
the Development and ^Cgration Commission, which had 
as one of its main duties the examination of schemes for 
hind settlement. That in itself is almost a fsctnal acknow- 
ao6 
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kd^atint of Mai^. Ob Jolf 37, the (^kosioBimM^ 
Gotmmei^Tefiised; to accept any lii^hty ; lata?, hovmwr, 
it agreed to the a^^iomtnieQt of a judge of the New Soodi 
Wdea Supteme Court to act aa arbitral between itself' 
and the Victoeiaa finwa mmenr, 

Meanwhile disemstoos as to raeaos of meeting the 
position took place between the State and Federal Gomn- 
meiits. At these discussions the representative of the 
British Government was present in ordex that whatever 
was decided might have the approval of the Biituh 
Govemment. 

On August 15 the Premier announced that an agreement 
as r^rds the basis of adjustment and compensation to the 
settlers had been reached. Under this agreement an 
independent assess(»‘ is to be appointed. Settlers who have 
left, or want to leave, or who in the opinion of the assessor 
ot^ht to leave their blocks ate to be given a cash payment of 
between £200 and £$00 each; further, their liabilities to the 
State and to local authorities are to be cancelled, their farips 
reverting to the State. Settlers vdxo want to remain, and 
onght to remain, as fanners are to have enlarged areas enr 
new farms allotted to them where practicable. They are 
ako to receive the benefits of various other concessions 
which ace available to other settlers at the present time. 
They axe to receive a benefit, partly in cash and partly in 
reduction of their liabilities, equivalent to what they 
would have received if they had vacated their blocks. 

The settlement has been denounced by some of the 
settlers^ but its terms strike the independent observer as 
being an honest attempt to remedy the results of a most 
unfortunate lapse of judgment. Those who have endeav* 
oured to depict the Government as callous and unsym- 
pathetic are not in touch with the realities of the posidon. 
It seems likely that the majority of the men wffl dket to 
stay on their blocks when the adjustments are made. 

Parliament has not yet passed the legislation necessary 
to give effect to the settlement, and there is little doubt 
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th$t mf attefflj>t to agitate for nuve faTOurable condittoai 
migixt reault in the aettkrs’ obtainiog their bare l^al rights, 
ifrhich are probably negligible. So far the attitude of the 
Victorian press has been reasonable and restrained, but ilt 
directed agitation by the migrants m^htardl lead to a rapid 
change in the feeling of the people as a whole. 

The State is facing a most difficult position in respect of 
its closer settlement policy. The depression has accentu- 
ated that difficulty. The administrative heads of the two 
departments most concerned with these activities have both 
died during the last three years, and the whole system of the 
administration of closer settlement is undergoing recon- 
struction. The last few years have seen a slight change of 
attitude on the part of some of the public towards the land. 
Many now realise that land settlement is bound to be com- 
mercially unsuccessful except at times when the prices of 
commodities are progressively rising — ^unsuccessful, that is, 
if judged from the same standpoint as industrial enterprise, 
inasmuch as it would be unable to yield interest at normal 
rates and to pay the basic wage. It is ridiculous to guar- 
antee the basic wage to settlers, who in normal times can 
no more expect to earn it during their early pioneering 
years than could their predecessors of fifty years ago. A 
closer study of the technicalities of the agricultural problem 
in new districts will well repay a considerable outlay, and 
it is receiving some attention in a few, but very few, 
quarters. In the past, Victoria has in many cases provided 
roads, a water supply and railvrays into the district before 
or soon afto: setdement. Research stations have usually 
been set up at a much later date — sometimes for the purpose 
of Crying to clear up the mess. 


Australia. 
October, 1933. 



NEW ZEALAND 


1. CxMtkal Baksimc and Exchange 

H opes that a speedy solatiou of the economic diffict^ 
ties under which the world is labouring would be 
found by the Economic Conference have been disappointed, 
but on the whole New Zealand has taken philosophically 
the breakdown of the Conference, whether it be permanent , 
or temporary. Mr. Forbes, the Prime Minister, and Mr. 
Masters, the Minister for Education, who represented 
New Zealand at the Conference, returned oU September i8. 
It was not expected that there would be much more to 
tell us of the proceedings and the results than had already 
appeared in the daily press, though doubtless attendance 
at the Conference would have enabled delegates to view 
the difficulties of their respective countries in their true 
pro^rtion, an advantage which was recognised by the 
Prime Minister at a citizens’ welcome to the delegation, 
presided over by the mayor of Wellington. 

In listening to the statements of their economic difficulties 
submitted by the delegates from the various countries (said Mr. 
Forbes), one cannot help being impressed by the similarity of their . 
troubles, whatever difference thd-e was being one of degree only. 
If there could be any consolation in the fact that in compari^ 
our troubles in New Zealand were li^t, that consolation was amply ' 
provided by these statements. 

Australian wsitors to New Zealand have remarked that 
New 2Icalander8 seem unduly oppressed by the depression, 
and certaiidy there has been considerable anxiety lest onr \ 
remedial measures ^i^dh^ve cut away the moralfoundation 
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of onr bomiusu Sfe. Reflection on the timeljr wonb of the 
Prime MBnister nuy assist to restore onr somewhat distort 
perspective. He expressed his sense of the valne of the 
opportunity he had had of discussing matters affecting 
Empire trade aad’ffianhe vHIh Ifiji^ Ministers and 
economists. He described the commanding influence of the 
British delegation at the Conference, and he summed up 
his impressifii^ pilE Qreat a.wo^ of economic 

chaos in these words : 

eveiytliing in other conntries seemed to he ea 
sasdss Irtish iastitvtioos stood ' m solid as a nock There mdnS 
doubt diat BiHaio was the mett solid’ natioia ia the world, fox 
qmturies she had been the financial centre of the world, and the 
reason for this was to be found in the character of the Briti^ prople, 
who had been responuble for her financial poHcy. For this reason 
she would remak) the financial centre of the world. 

Mr. Forbeses appreciative reference to British stability 
bad hardly been made whui imwb arrived, on September 22 , 
of oommendattom by London authorities of the manner in 
whkh our own fiiumces had been handled. This is likely 
to have considhrablfi effect upon the fortunes of the 
Gevemment, and. in particular upon the msna of the 
Minister of Finance. The cable m question quotes the 
following words from an editorial in The Tiwui : 

Meanwhile it is satisfactory to note that the finances of Nbw 
2 !ealand are showing definite signs of recorciy. . . . Negotiations 
aiU; proceeding for the conversion of the ,(^5,000,000 loan in London 
which matures early next year, and there need be no fear that 
New Zealand will be robbed of the fruits of the cautious and respon- 
sible finandal policy which, she has pursued, in spite of recent 
difficulties, for so many years. The credit of New Zealand deservedly 
stands high in the London market, and it would certainly be a pi^ 
if any acute controversy over the reserve bank measure, which has 
beeq framed in accordance with the best expert advice, were 
permitted to impair her excdlent financial reputation.* 

A tribute from such a source to ourcsedk.aud.to the vr^ 

* Tht Titnei, September n, 1^3. 
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ftstaml' positi^ » iieittgf^ ^(fied ir »ei|» 
wdcone ttr dli* itmctnre^ It » tftly. nctanld ilat pfib^ 
opihiott »k)ald be af^reheastve nov^ fegisbidve tfleftfr 
to meet tke poakie^ At s» 2 ¥eat a. distance the' centre 

of thagSj it is idfc t© expect pvMic opinion to be 
iafarmedi or other tion donbtfnl about the ainlity of ita 
gommneat to deal with corapfex econotnk questiem 
outside the range of its experience. As a residt, a demand 
has arisen for iidormed opinion front such parts of the 
British Bmpire» especially Great Britain, as have already 
had to deal with similar issues, or have been accustotned to 
cope vrith economic problems in a larger sphere. Partisan 
interests have resorted to leading economists outside Neur 
Zeabmd to support their contentions. In some cases the 
value of such opinion has been impaired by doubt as to 
u^ether a full and impartial survey of the essential factors 
has been presented. 

• Mr. J. G. Coates, the Minister of Finance, has adopted 
two main planb for his policy. He has fixed the exchange 
premium on sterling at *5 per cent, and he has proposed 
the msthotion of a central bank. In both propos:^ he 
has been accused of forcing his policy upon a somewhat 
reluctant Cabinet. The Govennnent’s determination to 
rake the rate of exchange led to the rerignation of Mr. 
Downie Stewart, the former Minister of Finance, and those 
who had faith in him as a safe guardian of the country’s 
finances have not shown themsdves ready to extend the 
same confidence to his succeserM, The Bank of New Zealand 
has publicly condemned the central bank proposal, 
and the other banks,' with one exception, have ^owed 
the public to beKcve that they do not approve of thera^ 
Opponems of the fixed rate of exchange, led by the New 
Zeahind Importers Assocratien and snpported by many* 
chambers of commerce,, have persistently demanded that 
the exchnsge i^uld be aUowed to find its natural level. 

pre« md coos have been cb»ly argued in the press. 
It has been claimed that in British eyes the Goventment 
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sot cmly brdcen the spirit of tlie Ottowa agreencots, 
b«t Jus ako seriously dasuged New ^eaiaud’s credit in,. 
London. According to this side of the controvorsy, the 
British desnand for the iii^>osition of a quota on our butter 
was instigated by the British farmers’ resentment at the 
raising of the rate of exchange. The Labour party has 
announced its opposition to both measures ; to the high rate 
of exchange on the ground that it increases the cost of 
living; to the central bank proposal on the ground that 
it removes from Parliament the control of the country’s 
currency. 

In the absence of the Prime Minister in London, the 
Minister of Finance has had to answer these criticisms. 
His answers have been uncompromisingly direct and have 
shown that the Government is not to be deflected from the 
course it has decided upon, that it will persevere with its 
central bank proposals and vrill not lower the rate of exchange 
until the increase in export prices is suflEiciently high to 
admit of a gradual reduction. 

Both questions were expected to play their part in a 
bye-election for the Lyttelton seat, rendered necessary by 
the death of the sitting member, Mr. J. McCombs. Mr. 
McCombs had held the seat for twenty years in the Labour 
interest. He was a prominent member of the Labour 
party, and an able parliamentarian. His widow was 
selected to succeed him as the Labour candidate for the 
seat. The Coalition party selected, as their candidate, 
Mr. F. W. Freeman, who opposed Mr. McCombs at the last 
general election in the interests of the Reform party. An 
independent Labour candidate, Mr. E. L. Hills, also stood. 
At the last general election Mr. McCombs was returned with 
a majority of 32 over Mr. Freeman. At the election held 
on ^ptember 15 Mrs. McCombs was returned with a 
majority of 2,600. Mrs. McCombs thus becomes the first ^ 
woman to be elected to the New Zealand Parliament, and 
her success is acclaimed by women’s organisations through^ 
out the Dominion. New Zealand, the first country in the 



Central Banking and Bxchimge 
Britilli, fimptre to grant women rig^t of dectiiMa, liii 
prored, as it has turned out, one of the last actually to r^ia 
a woman to Parliament. The Labour party have claimed the 
victory of their candidate as a vote of no-confidence in die 
Government. Supporters of the Government are surprised, 
not so much at the large vote polled by Mrs. McCombs, to 
which many easily understandable factors contributed, as at 
the fall in the vote accorded to Mr. Freeman compared 
with the last general election. The result caimot be put 
down to a lack of effort on the part of the Coalition candt* 
date. Not only the leaders and members of the Labour 
party took part in the campaign, but also many members 
of Parliament belonging to the Coalition party, including 
Mr. Coates himself, the acting Prime Minister, and Mr. 
Ransom, the Minister of Lands. To some extent the fall 
in the Government vote must be attributed to the high 
exchange policy. Opponents of these measures regarded 
the result as a clear indication to the Government that it 
must change its policy. Disheartened by their failure to 
convert the Minister of Finance to their views, they trusted 
to being able to convert the Prime Minister. They assumed 
that he would have heard so much criticism of the high 
exchange and central bank policy in London that he would 
come back prepared to consider a change of policy, and that 
the result of the Lyttelton bye-election would be sufiicient 
to convince him that, if he wants to remain in office, the 
Government’s policy on these issues must be changed. 
Mr. Forbes’s statements are quite definite enough to dash 
these hopes to the ground. 

Accordii^ to him English expert and banking opinion 
was agreed that in the circumstances, as far as they 
could see, the New Zealand Government could not 
have avoided raising the rate of exchange, and bankers 
had advised him to be in no hurry to lower it. There 
ivas no present mtention, he added, of bwering the : 
rate of exchange, and when the time came to lower 
it, it would be ^e gradually as increases in the prices 



’Nfewr iSealaadF ' ■' . '^r ■ ' 

oi otarru^i^ it. in' legvd ta centnli haaMi^ 

betaide^ ^ 

. Tbft ujuwr*4 opu^ ^ the neceukjfi of a centnil hank aa 
part of ^e financial machine^ of a cpuntr7 admitted of iro i^^iiuoe^^ , 
and that the nnaettled state ^ currencies and ex<diange^ throughout 
Ae moM: macte its ftmctions more than ever necessary. 

FoBti&ed twtii these opinions, the Prime Minuter wifi' 
ciesrly> moke no attempt to change the policy of ihe Govern- 
ment so'far as exchange or central banking is concerned. 

in its editorial of September 2l Timas dealt with 
New Zealand’s proposal to establish a reserve bank and 
deoonnced the objection, raised by the Bank of Niew 21 ealaad, 
that such a bank would subject New 2 !ealand’s monetary 
policy to British dictation. 

llicrc has been a feeling in certain quarters (it said) that the crea- 
tiou of a reserve bank has to some extent been inspired by a desire 
on the part of the British monetary authorities to dictate to New 
Zealand in matters of monetary policy. Nothing, in fact, could be 
further from the truth. The creatiem of a central bank, which hw 
everywheK been recogniaed as the symbol of financial maturity, is, 
on the contrsty, the surest guarantee of independence, and from the 
business point of view has the undeniable advantage of centralising 
the cash resonrees of a country in such a way as to render them most 
easily availaUe in times of need.* 

Qa September 8 the Minister of Finance had pnbh^d a 
compndiensive survey of the advantages and functions of a 
reserve hank.t In it he dealt with current publuhad 
criticisms, and set out the functions and conditions of a 
central bank as. summarised by Sir Ernest Harveys Director 
of the Bank of England, when he visited Aiutralia in £927. 
It is) the Minister’s contention that a central hank vrill pro- 
mote stability and result in cheaper, money. 1^ disposes 
of the criticism that vested interests will control the bt^ fay 
potnting^ <nit that pro^bns in the Btlli would effectively 

• Tht Times, September xi, 1933. 

■h 71 tir l> w >MW ii, Se pt e m b e x ^ 1933. 
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|»miltaay oae acqd<m ol tJie oQmmn»lty4»«»^^o^^ ' 
tkfi poUc^ of tbe boaiid ol i^rbctbcst* aai he daaaSbBB n 
falkdotts the contention of the Bai^ of New Zealnid dwt 
^ pcopotel means placing the control of our atrreacp 
under domination of tike Bank of England. The main 
pmpose of the Minister has been to remore miaandeataad* 
ittg of the functions of a central hank and to dispose ol the 
idea that the policy ai such a bank would be subject to 
gjoverament control and interference. 

It is really (says the Minister) a national institution set up to maia* 
tain the sta^ty of the currenqr, and carry into effect the monetaiy 
policy as determined by Parliaaient. This is its resi function, snd, 
to ensure that it acts solely in the best interests of die country, 
the reserve bank, in the absence of binding traditions (vrhidi 
obviously could only be acquired over a long period), is hedged round 
with various stringent restrictions designed to keep it free from other 
interests and any bias or influences other than economic con- 
siderations. 

Press comment has been favourable both in England and in 
New Zealand. 

The recent rise in export prices seems to mark the 
end of a period, and the central bank Bill seems to be the 
last piece of major le^slation that the Government has in 
contemplation to meet the economic crisis. It has 
announced its intention of passing the Bill during the 
present session. 

Opposition to the high exchange policy cannot be ex- 
pected to cease, but the spokesmen of that opposition will 
have to rely on grounds other than that which probably 
did most damage to the Government, namely, the effect of 
the policy on English financial opinion. Supporters of the 
Government in Parliament, on the other hand, will feel that 
their confidence in the Minister of Finance has been justified. 
Public opinion seems, indeed, to be now prepared to give 

* The poaition letultiiig from uaendaie&ts in Committee now ia that 
the Government is to appoint three directora, and the ahareholders an 
to elert four, the governor and deputy-governor bong appointed by the 
Qneratu^neril bCoaodlon the recommendationof the Boaid.— 'Idter. 
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caliiio censidentioD to tlie record of the coadiMX aStils 
bf ihe Oovemmeot and Parliament dorifig tliree of ^ 
mott difficalt 3rears in our history. As was to be expected, 
novel and disturbing legislation has subjected the Govemr 
meat to constant criticism, and conservative opinion has 
felt the greatest possible anxiety as to the ultimate results 
of the interference with contract effected by the Mortgagors 
Relief Acts and the National Expenditure Adjustment Acts. 
The ability of Parliament to deal with economic matters 
has been cidled in question, and we have had in New 2 ^aland 
the same demand for changes in our system of government 
as has been raised in other countries. On the whole, how- 
ever, it is doubtful whether sane opinion has had any real 
belief in the value of the nostrums put forward. It is by no 
means inconceivable that in the eye of history the Govern- 
ment and their supporters will emerge from difficulties, as 
great as any other Government and Parliament in New 
Zealand have had to face, urith a reputation for steadiness, 
courage and vision, equal to that of any of their predecessors. 


11. Unemployment 

C OMPARATIVE studies of the methods devised in 
various countries to deal with unemployment are apt 
to be misleading in so far as the success or failure of those 
methods is inferred from the increase or decrease in the 
number registered as unemployed. 

The publication of the number of those to whom one or 
other of the New Zealand plans for employment applies as 
the total of the unemployed is misleading, inasmuch as out 
of that number a large proportion are wholly employed, 
and the remainder partidly employed. The latest regis- 
trations of so-called unemployed published in the daily press 
show that a peak figure of 78,627 has been reached. If this 
meant that out of a population of approximately if millions, 
78,627 people were without employment of any kind, the 
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poaitieii of onetfi^jrmeitt in New Zealand wooid ftot 
compare with the position in some other countriee as 
favourablf as it is entitled to do. 

The policy in New Zealand is to find employment atid 
to see that the best possible remuneration is given for the 
work done, as opposed to the policy of paying cash without 
a labour equivalent. Our policy is thus based on a con- 
ception of moral principle as weU as on economic necessity, 
to the end that while the necessities of life are provided, 
idleness shall not be allowed to sap the intellectual and 
physical vigour of the individuaL 

The administration of employment schemes is conducted 
through the Unemployment Board, which opens bureaux 
where all those in search of employment, whether they are 
in partial employment or not, can register. From the 
outset, the list of unemployed contains numbers who, while 
not wholly employed, can obtain partial employment or 
have means on which they can maintain themselves. This 
is a factor of which account must always be taken in a final 
analysis of the figures. The number now on the register 
not at present eligible for relief is 4,517. The first simple 
duty of the Board is to place employees wanting work wdth 
employers wanting workmen. This function, which is an 
expedient for normal times and not a part of the special 
procedure designed to deal with unemployment caused by 
the depression, is at present practically dormant. The 
Board to-day functions by : 

(a) Subeidising the wages in certain primary and secondary 
industries in cases where the provision of the subsidies to agricultural 
or industrial work will involve the employment of a certain number 
of men, 

(b) Indirectly acting as the employer of men in various industries. 

Where employment is given under these schemes it is full- 
time employment. 

Of the present total (78,627) of registered unemployed, 
24,81 1 are now employed in this manner. The following is 
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« ^briMii^aiiaj^ws <ff thie4iUimben:M «qfii8ed «& 
d m w -of work : 


lOa private farms 

Storemen : — 



In land improvement and development . , 

.. 1,907 


1%]mys and backbkdB roads 

.. 1,264. 


A&KStatioa 

.. 1, 199 

4.370 

Pnblic worb (married men) 


8,017 

Boildmg 


4.595 

Gold pirospecting 


3.85a 

Misc^neous (subsidised employment) 


aio 

Total 


*4,841 


\lliere subsidies to wages are given^ the object of the 
Board is to ensure to the worker the customary, or award, 
rate of wage that rules at the time for that occupation. The 
subsidy paid by the Board is the sum necessary to bring the 
wages paid by the owner up to that normally paid for the 
elass of work undertaken. For esumple, under the building 
subsidy scheme, the Board offers a subsidy of one-third ol 
the direct wag^ eapended cm the building as an inducement 
to the owner to undertake the work, and to find work for 
labour ; in farm development work, under what is known 
in New Zealand as the 4B scheme, where the contract 
has been approved by the Inspector of the Agricultural 
Department, the Unemployment Board .pays a subsidy 
amounting to half the wages-cost of development con- 
tracts arranged between farmers and groups of unem- 
plc^d workers. 

Gold prospecting is encouraged by giving unemployed 
who want to engage in this occ^pation a sustenance allow- 
ance of 30s. a week in the case of married men, and 158. a 
week in the case of single men. If gold is obtained the 
allowances so given are recoverable by means of a levy of 
10 per cent, on gold deposited with the basks. Subject to 
this levy, any gold won beloogs to the prospector. 
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The records of the UnemploTinent Bo^ show that 
works undertaken under these schemes during the twelve 
months of 1932 included manjr valuable road construction 
schemes and improvements, and the construction and 
development of parks and reserves in closely populated 
areas. In country districts 250 miles of dray roads were 
built, widened or metalled; 1,000 feet of bridges and 
culverts were constructed ; 2,300 acres of land were stumped 
and logged up. A further 45,000 acres were cleared of 
scrub, and 2,300 acres of bush were felled. In addition, 
drains of a total length of 156 miles were improved or newly 
dug ; 85 miles of fencing was erected ; 70 acres of willow 
tree obstructions were cleared from stream and river beds ; 
10,000 cubic yards of stop-banking was carried out in one 
area, and in another, where the work was measured by 
distance, it totalled eleven miles ; 170 acres of trees were 
planted, quite apart from the more extensive scale on which 
similar work has been carried out by the State forest service 
by means of subsidised unemployed labour ; 130 acres of 
sand-dunes were also reclaimed; noxious weeds were 
cleared from 4,900 acres of farm lands and from 700 miles 
of roadside ; and 30,000 cubic yards of boulders were 
cleared from farm lands. 

The work done under these schemes, the recital of which 
is by no means complete, is all valuable to the country. Its 
economic value lends considerable credibility to the claim 
of the Minister of Labour, that from the Board’s expendi- 
ture of some ,^4 million in 1932, the country has been 
supplied vrith assets to the value of ^^2 million. 

The case of the uUemployed for whom no place can be 
found in any of the subsidised schemes — amounting to 
49,299, according to the latest figures — is met by a scheme 
under which partial employment, and sometimes whole- 
time employment, is given to them by local bodies through- 
out the country on local public works ; the local bodies 
receiving direct grants of money from the Unemployment 
Board, which enable them to perform this service. The rate 
p 219 



New Zealand 

of pay for workers so employed is determined according to 
the following classification : 

Maiimuia 
pay per 
week. 


(a) Single men without dependents 15$. 

(^) Man and wife only 25s. 

(r) Man, wife and one child 3O8. 

(d) Man, wife and two children 35s. 

(f) Man, wife and three or more children . . 40s. 


The nature of the work undertaken by the local bodies is 
very varied, and unquestionably in the past some of it has 
been of no great economic value to the country. The 
Unemployment Board takes the view that local bodies 
should be able to show a valuable return for the grants 
given them, and it is to be expected that in their own 
interests local bodies will in future take greater care to 
see that this is done. The claim of the Minister that the 
country, as a whole, is recouped to the extent of approxi- 
mately half its outlay, by means of assets arising out of its 
expenditure, has been criticised on the ground that the 
work done, being necessary for the development of the 
country, should be paid for at award rates throughout. The 
answer of the Minister is that in so far as the work is done 
under the subsidised schemes, the wages paid are based 
on present ruling prices for the same class of work ; in the 
case of work undertaken by local bodies the answer is that, 
however necessary it may be, it could not, at present, be 
carried out except by means of a borrowing policy in which 
the country is not in a position to indulge. 

On the whole, the Unemployment Board can claim for 
its administration a large measure of success, and can 
point to a maintenance of economic and moral values which 
it would be hard to maintain under a “ dole ” policy. The 
members of the Unemployment Board are entitled to great 
praise for the energy, industry and initiative they have 
displayed. 

It is encouraging to find that there are grounds upon 
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which the Minister can snatam his claim that the aneilDr 
ployment tax, which amounts to such a Urge annual sum, 
and is drawn from all classes of the community, is to some 
extent increasing the national assets. If this claim can be 
established, the continuance of the present tax will be 
more readily accepted by the public. The Minister in charge 
of unemployment (Mr. Adam Hamilton) has shown marked 
aptitude for the work of his Department. His sympathy 
and understanding, coupled with his realisation of the 
necessities of the economic situation, have obtained for his 
administration of this very difficult problem an unusual 
degree of confidence. 


III. London Interest on Local Loans 

T he decision of the Court of Appeal in England in 
7 be Broken Hill Proprietary Company Limited v. 
Latham and Others, delivered on December 19, 1932, 
has unfortunately raised the question whether the con- 
tracts of local bodies in New Zealand, who have raised 
money in London, are to be performed by payment of 
interest in sterling or in New Zealand currency. With 
the premium on sterling at 25 per cent., the questbn has 
assumed great importance. In the Broken Hill case the 
Court of Appeal held that where the debenture-holders of 
an Australian company had an option to require payment 
in Australia or in London, and where the option to require 
payment in London was exercised, the redemption and 
payment of interest on the debentures should be made in 
Australian currency converted into sterling at the rate of 
exchange current in London on the due date for payment 
thereof. The judgment was a majority judgment of Lord 
Justices Lawrence and Romer, Lord Hanworth, Master of 
the Rolls, dissenting. The judgment reversed the decision 
of Mr. Justice Maugham, iJie Judge in the Court of first 
instance. 
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liocal MtboritMa^ whose debentures have been sub* 
scribed in London, and contain a similar option as to pay- 
ment in New ^aland or Ijondon, have been advised by 
their solicitors that, in view of this decision, a payment of 
interest in other than New Zealand currency would be 
illegal, and that members of a local body making such pay* 
ment in sterling would be personally liable for the difference 
between the amount in New Zealand currency and the 
amount in English currency. At the Brst intimation that 
New Zealand local bodies were bound to pay in New 
Zealand currency, London bondholders immediately pro- 
tested that they would regard payment in other currency 
than sterling as a breach of contract and a breach of faith. 
London opinion apparently did not appreciate that it was 
the decision of the English G>urt of Appeal that seemed 
to make such action necessary on the part of New Zealand 
local bodies. The position was complicated by the fact that 
a great number of local body loans raised in I<ondon have 
been guaranteed by the Government, and by reason of 
that guarantee are listed as trustee securities. The 
Government have viewed the proposed action of local 
authorities to pay in New ^Zealand currency with 
alarm, fearing that New 2^ealand credit will be seri- 
ously threatened. 

'ITie case of the Auckland Transport Board debentures 
was the first to bear on the issue. The Board itself was 
apparently of opinion that good faith with the bond- 
holders demanded payment in sterling. They were 
advised, however, that they could not legally pay in sterling. 
In this particular case the matter seems to have been dealt 
with by the promise of the Minister of Finance to introduce 
legislation protecting the members of local bodies, who, 
in such circumstances, should pay in sterling. The 
action of the Government in taking steps to see that our 
credit was maintained in these cases has been widely 
commended, and it has been the general view that, what- 
ever the legal obligation, the moral obligation is to pay in 
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sterling. The case of the Southland PouPra: Bobd hitt tefr ^ 
arisen, and has reached an acute stage.'* The Southland 
Power Board apparently take the view that their moral 
obligation does not exceed theic legal obligation, and that 
if the legal obligation is to pay in New Zealand currency 
they can be expected to fulfil diat obligation and no more. 
Their representatives have interviewed the Minister of 
Finance, who had intervened to the extent of advising the 
Southland Power Board that the Government deemed it 
necessary that, in order to preserve New Zealand’s credit 
in London, local bodies whose loans had been guaranteed 
by the Government should pay in sterling. The Minister 
intimated that if the Southland Power Board refused to 
pay in sterling, the Government would itself pay the 
difference between sterling and New Zealand currency, 
and would introduce legislation under which the Govern- 
ment could recover the amount so paid from the South- 
land Power Board. The Southland Power Board have 
resented these threats and have announced their determina- 
tion to pay in New Zealand currency. They are apparently 
fortified by the opinion of their local legal adviser, and also 
by that of Sir Gerald Hurst, K.C., who appeared for the 
debenture-holders in the Broken IBU case. 

The opposing views on the action of the Southland Power 
Board are fairly set out in two letters to the Evening Fost^ 
both headed “ Law and Morality,” the first of which 
appeared on September 2Z, and the second on September 26, 
the second being an answer to the first. The first is from 
the solicitor advising the Southland Electric Power Board. 
The writer states that the Power Board is advised, both in 
England and in New Zealand, that the principles laid down 
in the Australian case apply to the Southland Power Board 
loan, and that the interest is payable in New Zealand 
currency. 

This (he says) seems to be accepted as the legal position, and it is 
not seiiopsly suggested that in paying its interest in New 2!ealand 
currency the Board is not fully (fis^rgii^ its legal obligations. 
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He conchtdea hb letter bj sajrmg : 

It Ib not, however, is I have aaid, a queation of morality ; it » a 
qeeetioa of law. Bat if moral isanes are to be laiaed, tha it can, 
I thini, be deraonatrated that not only the morality bat the justice 
of the matter is all in favoar of the Board. 

The secood letter, which is written anonymously, makes 
it plain that there are factors in the case of the Southland 
Power Board which distinguish it from the Broken Hill 
case, and that all the factors necessary to determine whether 
the Broken Hill case governs the Southland Power Board 
case have not been published. The writer of the letter, 
from facts not stated but obviously in his possession, says ; 

The borrowing and lending contract was made in England and 
the money was paid over in England, and the parties to the contract 
must both have known it was English money (sterling) that changed 
hands at the time. Any exchange difPerence as between the English 
pound and the New Zealand pound, whether favourable or other- 
wise to the Southland Electric Power Board at the time, would be 
entirely at the risk of the borrower, and the ruling rate of exchange 
between England and New Zealand, even if at parity (which it was 
not), would not come into the transaction, as it was an English 
contract made in London. 

The fact that an extraordinary decision has been given by the 
second highest Court of the Empire on a somewhat similar case 
between Australian borrowers and English lenders, does not settle 
even the legal aspect of the matter, and certainly docs not settle 
the moral. 

It appears that the opinion expressed in tins extract 'is 
that generally held by the press in New Zealand, and is 
probably the view held by the Minister of Finance. The 
Government has to consider the question from a somewhat 
more general point of view than that of the Southland 
Power Board. As guarantors of many local body loans, 
some of which are due shortly for renewal, it is vitally 
concerned that its credit as a whole should not be ques- 
tioned. The Government, again, when it borrows money 
in London, pays in English currency, and it takes the view 
that Londoii lenders rightly believe that money advanced 
in London to the Government, or on Government guaraor 
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tee, ivill be repaid in sterbitg. Tbe advantage of having 
local body kians listed as trustee securities is not to be 
abandoned lightly and is a matter of public concern. 
Ihe view of the Government seems to be that it must 
intervene in the public interest, and from what has been 
said by the Minister of Finance, the decision in the Broken 
Hill case will not deter the Government from putting 
through legislation to ensure that local bodies pay in 
sterling. 

IV. Defekce 

A lthough comment on the discussions just con- 
cluded at Banff and Toronto on Pacific problems and 
imperial relations must be deferred till the return of our 
delegates, Mr. W. Downie Stewart, M.P., Mr. H. F. von 
Haast and Mr. W. Nash, M.P., the discussions on defence 
that have been reported in the cabled news, and the visit 
of the Australian fleet to New Zealand waters, have raised 
afresh the question of our defence forces. Competent 
military critics in New Zealand express the fear that our 
defence system wiE decay beyond repair if the activities 
which were stopped by the economic situation are 
aUowed to remain dormant too long. A miUtary 
authority is of opinion that the foundations upon which 
our whole system of military defence depends are beginning 
to crumble, and that the system is in danger of coming to 
exist only in the Statute Book. 

The commitments of the New Zealand Government, 
entered into at the Imperial Conferences of 1923, 1926 
and 1930, are, roughly, as foUows : — 

(i) To maintain two cruisers (lent by the Admiralty). 

(2) To be entirely responsible for local defence, i.e., mine-sweeping, 
anti-submarine patrol, coast watching, etc. 

(3) To pay j^i,ooo,ooo towards the cost of the Singapore base. 

In order to fulfil these commitments, a progressive pro- 
gramme of expenditure on stores, training, etc. (including 
the purchase of a second mine-sweeping vessel), necessary 
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for canying out item (2), has been laid dovm. Owing, 
however, to the necessity for rigid economy, the Naval 
Board has agreed to a postponement of the progressive 
development of the scheme which should have talmn place in 
accordance with the approved policy, and which would have 
involved an annual expenditure of approximately j£565, 000. 

Well-informed opinion in New i^aland holds the view 
that the commitments entered into at the Imperial Con- 
ferences ought to be carried out in full, and that expenditure 
should be correspondingly increased. A policy of marking 
time in the face of the present unrest in Europe, in the 
Ear East, and in many other parts of the world, can only 
be justified by the most desperate financial situation. 

Of our military forces, the permanent staff is a small 
but very efficient service. So long as compulsory training 
was the rule, the Territorial Force was doing remarkably 
well. The present voluntary system cannot be expected 
to retain the nucleus of highly-trained officers and non- 
commissioned officers necessary for expansion in time of 
need. Voluntary enlistment is not able to provide a 
division fit, in respect of training, equipment or material, 
to take its place in an Imperial system, which was the 
objective that New Zealand set before herself as the result 
of her wartime experience. That objective has been 
abandoned for the time being. It is to be hoped, however, 
that our defence policy -will be reconsidered, and a poBcy 
adopted which will enable New Zealand to contribute 
effectively to the British Commonwealth forces such a 
unit as may be agreed upon. Any hope that this object 
can be reached by the present system of voluntary enlist- 
ment has been destroyed by the experience of the last 
two years. The time has come to reconsider the question 
of compulsory service, if not on its former scale at least on 
a scale to meet a definite plan. At present we have no plan. 

New Zealand. 

October 2, 1953. 
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